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Current Statistical Data Covering 100 Per Cent of Industry 
April, 1948-1949 
SOURCE AND DISPOSAL OF ENERGY—MONTH OF APRIL 
[ | 
1949 | 1948 % 
GENERATION* (Net) 
Ne ee ee 15,057,217,000 14,415,663,000 + 4.5 
NE US Soins pin Vie meee swanadvaceeecaviobiaaads | 8,157,535,000 7,880,690,000 + 3.5 
RAIN oe rage cre aS Od Aba ak b Wadd wen 23,214,752,000 22,296,353,000 + 4.1 
Add—Net Imports Over International Boundaries. .............000: | 126,400,000 111,010,000 +13.9 
Ne ooo a lhck areiacd basi kd bd 6 cia welbranassiKmsie min Aeie-m-an & 119,110,000 125,444,000 — 5.0 
Less—Energy Used by Producer... ....ccccccccccccceccvcccceccecs 362,802,000 416,935,000 —13.0 
Net Energy for Distribution.....................00c000- 22,859,240,000 21,864,984,000- + 4.5 
OGRE MEE WICONIINE TORE. oe os 55's 4 .5.0:0-0.00000 6 cond eceecetavaneoere 2,439,549,000 2,464,984,000 — 1.0 
Sales to Ultimate Customers..................c0ccecees | 20,419,691,000 19,400,000,000 + 5.3 
CLASSIFICATION OF SALES 
NUMBER OF CUSTOMERS—As of April 30th 
nN MINEO PINON os, 5 wa siarain bd ea-o civiaiacdaavediebasaweesva 34,114,995 32,170,637 + 6.0 
Marae CERNE PRMIEON TRBUOR). o.oo oc ciccccasccsccccesecseseiesesec 1,706,309 1,578,780 + 8.1 
Commercial or Industrial: 
IMME INE. 5.5.5 <ccccsnsicccccscssseveccesccsaanes 5,161,817 5,013,767 | + 3.0 
RS ENO ssi oa: i:cisel sce ad 6aeseceeswaavccacaeed 228,288 194,071 +17.6 
i okiigicAnsacebehncinssckesidmanavenKain | 143,857 137,227 | + 4.8 
Total Ultimate Customers................cccccsccceces 41,355,266 39,094,482 + 5.8 
KILOWATTHOUR SALES—During Month of April | 
TIN non cn. vase c's Ck Oe eae bs cere aren bes 4,762,628,000 4,158,985,000 +14.5 
PERE PIII PEUICOL PROCES) « 6. 5c o:c.0.sc:e:00.c'0.s vcceccaeseuceceee eve | 531,458,000 463,227,000 +14.7 
Commercial or Industrial: 
SAREE REINO obec. .e viddccnw sagavewe cadee vedas seauva 3,684,720,000 3,450,087,000 + 6.8 
I NE AON INE i. 5. 6:4:6:0's\dsoin a 4. 0'v0 v.00 d.0a-0'c bee essen dl 10,140,987,000 10,014,443,000 + 1.3 
Street and Highway Lighting............ skis ackssoe oe Mite ldo ea 205,026,000 187,530,000 + 9.3 
RO NN RCI Sos oc icasciesiceicarsscenecvacescceeavacas 521,930,000 509,026,000 + 2.5 
Railways and Railroads: | 
pirect and Interurban IAUWAYS: «20.05.00 ciccccacdecccccccecuss 312,863,000 339,207,000 — 7.8 
PEUSEMEEIOET CEUORED BEOUTODOB 5.5 o.5.cs acc s0ics ccc sccncvccecesvcenest 212,367,000 220,712,000 — 3.8 
REN ig nto nrg 5.4 airs icin be aelbibcanie aia baaha + AO 47,712,000 56,783,000 —16.0 
Total To Ultimate Customers.....................000:- 20,419,691,000 |  19,400,000,000 | + 5.3 
Revenue from Ultimate Customers.................... $374,712,800 | $346,888,800 + 8.0 
RESIDENTIAL OR DOMESTIC SERVICE 
AVERAGE CUSTOMER DATA—For 12 months ended 
April 30th 
Pealowpntiminaies et CUStOMOE. 6.5. é:c.0:0 csc vccaucessaacedssdvcdcea 1,607 1,490 + 7.9 
EN eo gon ssn 0.89) achvaivavb. core, 6a 8, bid x Bod dive arash dm ce $47.89 $45.30 + 5.7 
PERO SRO UR CMNVER CL POUE 6 5556.60 5.5: 4:0:5:Sie:0i0 aes o:aibialaielecd daisiaee'aiaiie a 2.98¢ 3.04¢ | — 2.0 
(*) By Courtesy of the Federal Power Commission. 
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CHIEVEMENTS of the electric 
utility industry in war and 
peace, have and will continue to 

e a tremendously constructive effect 
the economic strength, security, and 
l-being of our people as individuals 
as a nation. I am rightfully proud 
the outstanding record achieved by 
electric utility industry during the 
rand postwar periods. 

t is full of accomplishment on the 

t of the many people in the industry 

b have carried out their duties and 

onsibilities with great credit and dis- 

tion to themselves and to their or- 
izations. It has truly been a record 
high “public service.” 





The Electric 
Because my experience and duties have 
ught me into close and active asso- 
tion with it and because of its signifi- 
t importance, I approach the subject 
ha deep sense of duty to our indus- 
, to the people in it, and to our pub- 
I am hopeful this paper may serve 
seful and needed purpose in present- 
a clear and accurate picture of the 
‘tric power situation. 

n speaking of the electric power in- 
try, I mean both the operating and 
wufacturing components of it, be- 
se each one complements and sup- 
hents the other. 

Vithin the operating industry itself, 
lerms of generating capacity, about 
ber cent of the systems are privately 
d, approximately 10 per cent are 
ally owned, and the remaining 10 
cent are non-federal systems. Thus 


Power Situation 





By Walker L. Cisler 
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Mr. CISLER 


the industry is predominately a part of 
the American system of free and individ- 
ual enterprise and one of the greatest 
bulwarks against the advance of foreign 
“isms” that are contrary to our way of 
life. 

As an industry, we are an important 
part of our great industrial system, using 
the natural resources of fuels, water, 
minerals, and the products of the land. 
The history of the industry is full of 
the progress made in the more efficient 
use of these, and thus their conserva- 
tion for the benefit of those who will 
follow us. 


Wartime Achievements 


When the United States entered 
World War II there already existed 
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Wartime and Postwar Achievements of the 


Electric Utility Industry 


Executive Vice President, The Detroit Edison Company 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


great sources of thermal and hydraulic 
generated electric power which were 
so necessary to the successful prosecu- 
tion of the war effort. The country was 
heavily interconnected with transmis- 
sion lines and transformation facilities. 
The earlier war-preparedness require- 
ments had been successfully met. The 
margin of reserve, namely the differ- 
ence between system loads and capability 
to carry load, was sufficient to initially 
meet the increased loads brought about 
by military and civilian needs. There 
was a large expansion program already 
under way in all parts of the country. 
This was true for all systems regardless 
of ownership. 


The Electric Industry's Record 


It was apparent even before Pear! 
Harbor that, because of the urgency and 
priorities for direct military production, 
not all of the electric power program 
could be carried out. The production of 
ships, tanks, planes, trucks, and thou- 
sands of other military items, required 
the conversion of existing manufacturing 
facilities and the construction of new 
ones. The same machine tools, shops, 
materials and manpower to build equip- 
ment for ships, aluminum presses, and 
atomic energy plants are used to build 
heavy electric power equipment. 

It was realized that first things had to 
come first. Orderly production of new 
generating and other essential equip- 
ment and materials had to be resolved 
among the many influencing problems. 
The situation was approached on sev- 
eral fronts, all necessary to the accom- 
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plishment of the objective of meeting 
military and essential civilian require- 
ments. 

The electric utilities put their shoulder 
to the wheel, as did other industries, 
making experienced personnel available 
to the Government. Recommendations 
were made as to the best means of solv- 
ing the problems which confronted the 
industry and the governmental agencies 
during those trying days. The spirit of 
cooperation was of the highest. No in- 
dustry was more patriotic or more con- 
structive in assisting in the successful 
prosecution of the war. 

The Government in turn did its part 
in this mutually important mission. It 
was thoughtful and intelligent in its 
approach. Within the limits permissible 
in such an industry-government rela- 
tionship, it made a partner of the indus- 
try. Industrial advisory groups were 
formed and gave valuable advice. The 
effort brought forth the best that each 
could contribute. The record of the 
War Production Board stands high in 
the memory of those who had to deal 
with it. It did an excellent job, fre- 
quently under very difficult circum- 
stances. 


Wartime Problems 


Time does not permit telling of the 
problems which had to be solved: the 
greater utilization of existing generat- 
ing plants, interconnecting transmission 
lines, and stocks of materials and sup- 
plies; area requirements; the determina- 
tion of what new construction should go 
forward; and then the successful carry- 
ing out of these. The orderly schedul- 
ing and manufacture of heavy power 
equipment had to be worked out in co- 
operation with the military services, the 
manufacturers, and others affected. 

It was fully realized that in giving 
governmental authority for only ap- 
proved projects to go forward during 
the war period, there would be a post- 
war period during which no major addi- 
tions of facilities could be made because 
of the many months required to manu- 
facture large turbine generating units 
and other major equipment. This fact 
must be borne in mind in connection 
with the postwar period when the in- 
dustry has been subject to unfair criti- 
cism on the part of individuals and 
agencies, either knowingly or unknow- 
ingly. The situation thus created must 
be kept clearly in focus in order that 
there be no misunderstanding in the 
minds of the public. 
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The wartime electric power require- 
ments of the nation were fully and ade- 
quately served. The maximum demand 
came in 1944. Many times overseas, 
as 1 saw the vast quantities of military 
equipment and supplies move up to the 
front, I was devoutly thankful that our 
industry had met the challenge for an 
ample supply of power. 


Postwar Achievements 


The end of hostilities found the util- 
ities ready to proceed with the construc- 
tion of projects, earlier stopped, as gov- 
ernment wartime restrictions were re- 
laxed. Orders were placed for still more 
equipment to build up reserve margins 
which had been reduced during the 
war, and to provide for load growth. 
The industry entered upon the greatest 
expansion program of its history. But 
the manufacture of heavy power equip- 
ment, even under the most favorable 
conditions, takes many months and there 
were many postwar readjustments to be 
made before normal production sched- 
ules could be resumed. Manpower and 
material difficulties all had a delaying 
effect on getting additional generating 
equipment into service. It was not until 
1947 that any appreciable amount of 
new postwar capacity became available. 

Meanwhile, reconversion to peace- 
time activities had advanced rapidly 
and electric demands increased at an 
accelerated and unprecedented rate to a 
peak in 1946 that was 10 per cent higher 
than the highest wartime peak. It is 
understandable why reserve margins be- 
came so little in 1947 and 1948 as com- 
pared to normal accepted margins, and 
why restrictions in consumption had to 
be applied in certain areas because of 
lack of capacity or a lack of energy, 
largely affected by scarcity of rain or 
snowfall. That such restrictions have 
occurred is, of course, unfortunate and 
no industry feels it more than the util- 
ity industry which is fully conscious 
of its responsibilities to the public. Com- 
pared to the restrictions which have 
been, and continue to be, in effect in 
other countries—especially those allied 
with us—our own situation has been 
insignificant. 

Faced with dwindling reserves, and 
in some instances a lack of them, the 
operating people of the industry moved 
into the line and prepared for action. 
Their resourcefulness has seemed al- 
most boundless. They have produced 
more and more where it seemed limits 
had already been reached. I know of 
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this at first hand, my experience ha; 
brought me in close touch with it 
Everywhere the story has been the same, 
people and management have been mind. 
ed to accomplish the utmost. 

No decree, no order, could have 
brought about equal or better results, 
There is no substitute for the will and 
determination of individuals to do their 
job when challenged to the test. | 
would like to express my deep admira- 
tion for the people in our country— 
both private and public—who have done 
so much in this eventful postwar period, 
This group includes the men whose dut- 
ies required hard physical labor as well 
as the skilled operators and engineers, 
for they all had a share in accomplish. 
ing our postwar achievements, which 
have been even greater than those dur. 
ing the war. 


Present Situation 

The Edison Electric Institute ha 
just recently completed its Fifth Semi- 
Annual Power Survey. It is, I believe, 
the most complete and up-to-date fac. 
tual picture of the present and expected 
load, capability, new construction, and 
heavy electric power equipment manv- 
facturing situations throughout _ the 
country. It covers practically the entire 
electric power industry, and should b 
considered with confidence and respect. 
This survey has been put together by 
people who are extremely close to the 
various situations and who have an ex- 
tensive background of prewar, war and 
postwar experience. 

The data which I have to present in 
this paper have been obtained from re. 
liable sources and are the result of the 
efforts of many people and organiza- 
tions. I wish to gratefully give my 
thanks to all who have so helpfully con- 
tributed. 

The detailed tabulation, graphs, and 
maps which appear here are _ self- 
explanatory, and, therefore, I shall dis 
cuss them only briefly. However, there 
are certain important over-all results 
which are extremely significant and 
worthy of careful consideration. They 
are revealing and should inspire con- 
fidence in what the electric power it- 
dustry is accomplishing. 

First, let us consider the peak capz 
bilities, peak loads, reserve margins and 
energy for the eight power regions and 
for the country as a whole for the five 
year period 1947 through 1951 for me 
dian hydro conditions. (Figs. 1, 2, 3 
and 4.) 
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Peak capabilities have progressively 
increased throughout the power regions. 
These are the result of greater utiliza- 
tion of present generating resources and 
the addition of new generating units 
which reaches full momentum in 1949 
when 7,000,000 more kilowatts are 
gheduled for service. In four years 
about 23%4 million kw will have been 
added to the electric power systems. 

Practically all of this new capacity 
results from installations of highly effi- 
cient generating equipment. Of this, 
more than three-fourths will be in ther- 
mal plants and the balance in hydraulic 
plants. Solid fuels will be used in about 
two-thirds of the new thermal plants. 

The electric power industry is now 
the largest consumer of solid fuels. In 
the modern thermal electric generating 
plant, a ton of coal produces nearly five 
times as many kilowatthours as the aver- 
age plant produced in 1914. This in 
itself is a most significant contribution to 
the conservation of a basic natural re- 
source, and is an indisputable proof of 
the initiative and enterprise of the indus- 
try in pioneering developments which in 
part have made possible lower production 
costs. 

Peak loads also show an_ increase 
throughout all regions. The per cent in- 
creases vary between regions and with 
the years. For the country, it is greatest 
in 1949 when 9 per cent is expected. In 
1950, the estimate is 7 per cent and in 
1951 a little more than 6 per cent—a 
somewhat less steep peak load growth 
as compared to the present year. It still 
remains a high increase, however, and 
shows the confidence of the industry in 
meeting existing connected loads, the pro- 
motion of increased use of these, and the 
addition of new loads. 


Reserve Margins 


The margins for reserves for the coun- 
try as a whole demonstrate conclusively 
that the industry has passed the point 
where loads were growing faster than 
new generating equipment could be man- 
ufactured, installed, and put into opera- 
tion. The low point of 5.6 per cent in 
reserves was reached in 1948. It will be 
substantially increased to 9.7 per cent in 
1949, 12.3 per cent in 1950, and 15.9 
per cent in 1951, which is certainly a 
safe margin for both peacetime and na- 
tional defense requirements. 

It should be pointed out that the im- 
proved reserve margins reflect in part 
the lower trend in load growth which 
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present conditions indicate as well as a 
speeding up of construction schedules. 
This means that safe margins will exist 
at least a year earlier than might other- 
wise have been the case. Region III, the 
Southeast, does not take into account 
new steam units which the Federal Gov- 
ernment may have in operation by 1951. 
Since preparing this, I have learned that 
the first unit will be in service in Janu- 
ary, 1952. While the Western Division 
of Region VII, the Pacific Northwest, 
shows a small deficiency of capability in 
1949, 1950 and 1951, the region as a 
whole shows capabilities and peak load 
about equal for median hydro conditions. 
For adverse hydro conditions there would 
be a deficiency in capabilities. To estab- 
lish reserve margins and to provide for 
estimated load increases beyond 1951, 
substantial amounts of new capacity 
should be added. 

The expansion program of the indus- 
try has had to accomplish two purposes 
from a capability standpoint: (1) to 
meet increased loads; and (2) to re- 
establish normal and safe reserves. Con- 
sequently, it would be unwise to slacken 
the speed of generating plant additions 
except where particular situations are 
such that pushing construction ahead 
at an accelerated pace would result in 
an economic waste. 


Estimated Energy Production 


The estimated production of energy 
to meet consumption requirements for 
1949 shows an increase of 8.3 per cent; 
for 1950 it is 6.3 per cent; and for 
1951, 5.9 per cent. These figures re- 
flect the somewhat lower rates of in- 
crease for the two years beyond 1949 
which is consistent with the estimated 
increase in peak loads for the same two 
years, 

I believe the country can confidently 
expect that electric power loads will in 
general be adequately met in 1949, 
1950, and 1951. There may be local 
situations where use restrictions may be 
necessary. But, on the whole, there will 
be no power shortage as the greater 
reserve margins clearly indicate. 

Now let us consider the manufactur- 
ing situation as it pertains to the ship- 
ment and scheduled production of heavy 
electric power equipment. It is a most 
encouraging picture and clearly dem- 
onstrates the capacity of our manufac- 
turers to produce at tremendous rates. 
It is a great credit to them that thev 
are meeting schedules so effectively and 
are expanding facilities for increased 
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production to the point in 1951, when 
the capacity to build steam and hydrau- 
lic generating units will be 10 million 
kw per year—a truly great production, 
and an outstanding example of the pro- 
ductive power of American industry. 
Of this capacity, 8 million kw of steam 
units can be manufactured, and 2 mil- 
lion kw of hydraulic units. 

For the first four months of 1949, 
shipments of thermal and _ hydraulic 
units, 4000 kw and larger, to utilities 
in continental United States amounted 
to 1,839,100 kw. For the year 1949, 
the presently scheduled shipments will 
total 6,279,600 kw; in 1950, 6,451,450 
kw; and in 1951, 4,591,225 kw. In 
1950 there is some open manufuactur- 
ing capacity for building steam units, 
and a still greater amount in 1951. Con- 
sequently, it would be possible to sched- 
ule the manufacture of some additional 
units for delivery in 1950 and 1951. 
(Figs. 5, 6, 7 and 8.) 

The capacity to build steam genera- 
tors is more than equal to that of steam 
turbines and because of the shorter 
manufacturing time required, there is a 
large amount of open manufacturing 
capacity in 1950. So far only a small 
part of the total manufacturing capacity 
has been scheduled for 1951. (Figs. 11 
and 12.) 


In the case of water wheel generators 
and hydraulic turbines, there is open- 
shop capacity in 1950 and a still larger 
amount in 1951. The open capacity 
to build power transformers is still large 
for 1950, and only a small part of the 
capacity has been scheduled for 1951. 
It should be understood in interpreting 
“open-shop manufacturing capacity” 
that, in order to utilize it, production 
must be scheduled sufficiently far in 
advance to allow for the manufactur- 
ing time required. There is every rea- 
son to believe that manufacturing sched- 
ules will continue to be met successfully. 
(See Figs. 9, 10, 13, 14, 15 and 16.) 


Future Expansion and Developments 


As to the future beyond 1951, it is 
expected that substantial load growth 
will continue and extensive capacity 
additions will be required. The in- 
creases will be dependent upon many 
factors, the most important of which 
will be the level of our national econ- 
omy. The outlook, based upon past and 
predicted conditions, bright ; 
and the industry will go forward guided 

(Continued on page 231) 
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105,000 


810,900 


4,180,000 Total 877,500 


4,959,000 5,795,500 


4,558,500 


* As defined by Federal Power Commission 


Total 
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Fig. 9—T otal Capacity for Manufacture of Water Wheel Gen- 


erators 


Showing Capacity of Equipment on Order as of May 1, 1949, and Sched- 
uled for Shipment; and Open Capacity for Manufacture of Additional 
Equipment for Delivery in Years Indicated 
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Fig. 11—Total Capacity for Manufacture of Steam 


Generators 


Showing Capacity of Equipment on Order as of May 1, 1949, 
Scheduled for Shipment; and Open Capacity for Manufac- 
ture of Additional Equipment for Delivery in Years Indicated 
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< Pn a By toe TOTAL CAPACITY SCHEDULED Fa 
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Fig. 10—New Water Wheel Generator Capacity ; 
- 
is 
Shipped and on Order as of May 1, 1949, Scheduled for Shipment—Kw z 
Capacity: Units of 4000 Kw and Larger 3 20,000} 
TOTAL CAPACITY SCHEDULED 
First teat AS OF OCT 1, 1948 
- 4 Months 8 Months 
Regions 1948 =) 1949 of 1949 1949 1950 1952 . 
(Shipped) (Shipped 20,000 
I 38,500 30,625 32,400 63,025 5,700 27,350 TOTAL CAPACITY SCHEDULED 
I a is & * Be a AS OF MAY 1,1949 
III 156,300 61,000 304,675 365,675 122,500 266,250 0 
Iv - 35,000 83,900 118,900 ~ ~ 1950 19S! 
v 70,000 2 27,775 27,775 73,750 172,500 
vI 22,500 40,850 23,525 64,175 15,000 = 
VII 366,500 261,000 395,725 656,725 502,000 100,625 ° y : js 
VIII 202,450 107,125 146,200 253,325 112,500 164,500 Fig. 12—New Steam Generator Capacity 
Shipped and on Order as of May 1, 1949, Scheduled for Ship- 
ment—Capacity in 1000 Lb Stea : Units Psi 
datinentel 0.8. P J _ m Per Hr nits of 450 i 
Utilities 856,250 535,600 1,014,000 1,549,600 831,450 751,225 wens Bisse 
First Last 
Continental U.S. 4 Months © 8 Months 
Industrials - - - 30,000 - - it, eee; ane 250135) 
Continental U.S. 
Qutside Continental Utilities 67,948 15,359 45,052 60,371 41,871 1,630 
U.S. 584,350 a rs 218,350 265,850 116,500 Civic a. 
Industrials 20,697 3,124 9,467 12,591 1,870 - 
Outside Continental 
Total 1,440,600 ~ i 1,797,950 1,097,300 847,725 » U.S. 5,920 | 1,291 5,540 6,831 4,102 1,475 
*#hs defined by Federal Power Commission Total 94,565 19,754 60,039 79,793 47,843 3,105 


(Continued from page 227) 
by sound judgment and a full realiza- 
tion of its responsibilities. 

I would like to emphasize the need 
of maintaining an economic and co- 
ordinated balance from an_ operating 
standpoint between thermal and_hy- 
draulic generating capacities in order to 
assure economic and adequate electric 
power supply in the face of adverse pre- 
cipitation. This need is attested to by 
the fact that in most instances where 
restrictions on use have occurred, it has 
usually been in those areas where there 
is a large amount of hydro capacity. 
This is true not only in the United 
States but in other countries as well. I 
believe firmly in the development of 
water power resources to the extent that 
they are economically sound and bear 
their proper share of the costs involved. 

Flood control, irrigation, and navi- 
gation are influencing factors in decid- 
ing the justification of a project. These 
must be carefully examined so as to 


avoid possible wasteful expenditure of 
economic resources which could other- 
wise be put to a better use and, thus, im- 


In 


every case, there should be a clear and 


prove the economy of the country. 


full understanding of the facts involved 
so that the public may be properly en- 
lightened. Only by so doing can there 
be a constructive approach to the prob- 
lem of the Federal Government’s expan- 
sion in the electric power field. 


Need New Government Power Policy 


There is an urgent need for the de- 
termination of an electric power policy 
on the part of our Federal Government. 
In certain areas, the Government has 
now assumed responsibility for develop- 
It 
is extremely important, also, that areas 
of hydro generation be fully coordinated 
in operation with areas of thermal gen- 


ment of our water power resources. 


eration, wherever this is physically pos- 
sible both within broad areas or between 


adjacent areas. There are already out- 
standing examples of accomplishment of 
this kind of coordination. Only by such 
measures can maximum benefits to the 
country as a whole be achieved. 

At present, the two great sources of 
energy for electric power generation 
are: (1) thermal energy from the burn- 
ing (a chemical reaction) of gaseous, 
liquid, and solid fuels; and (2) the 
hydraulic energy of falling water. 

In planning for the future addition 
of generating capacity to the electric 
power systems, it is reasonable to ex- 
pect that the use of the conventional 
sources of thermal energy are envisioned 
for a long time to come. It is not to be 
expected that the new source of heat 
energy (a nuclear reaction) from 
atomic heat power reactors will be 


available in appreciable quantities for 
extensive use in power plants until after 
many years. If power reactors are to be 
used as a source of heat energy, they must 
be competitive with 


the conventional 
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Fig. 13—Total Capacity for Manufacture of Hydraulic 
Turbines 
Showing Capacity of Equipment on Order as of May 1, 1949, and 


Scheduled for Shipment; and Open Capacity for Manufacture of 
Additional Equipment for Delivery in Years Indicated 
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Fig. 14—Horsepower of New Hydraulic Turbines 


Shipped and on Order as of May 1, 1949, Scheduled for Shipment— 
HP: Units of 5000 HP and Larger 


First Last 
4 Months 8&8 Months 











1948 of 1949 of 1949 1949 1950 195 
(Shipped) (Shipped 

Continental U.S. 

Utilities and 

Industrials 1,573,175 490,600 1,268,350 1,758,950 1,787,800 1,138,500 
Outside Continental 

U.S. 246,200 7 a 409,950 58,600 - 
Total 1,619,375 ~ - 2,168,900 1,846,400 1,158,500 


Fig. 17—Cumulative Generating Capacity of Water W heei 
Generators and Hydraulic Turbines 


On Order as of May 1, 1949, and Scheduled for Shipment—Con- 
tinental U. S. Only 
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Fig. 18—Cumulative Generating Capacity of New Steam Turbine-Generators 


and Steam Generators 


On Order as of May 1, 1949, and Scheduled for Shipment—Continenta 


CAPACITY, MILLIONS OF KVA 
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Fig. 15—Total Capacity for Manufacture of Powe 


Showing Capacity of Equipment on Order as of May 1, 1949 
and Scheduled for Shipment; and Open Capacity for Many. 
facture of Additional Equipment for Delivery in Year 
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n 
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Fig. 16—New Power Transformer Capacity 
Shipped and on Order as of May 1, 1949, Scheduled for Ship- 
ment—Kva Capacity: Units of 500 Kva and Larger 
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= “TOTAL CAPACITY 
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First Last 

4 Months 68 Months 

of 1949 of 1949 1949 1950 2195. 
(Shipped) 


8,500,000 20,681,000 29,181,000 20,657,000 4,010,000 


- - 1,502,000 1,430,000 989,000 





GENERATORS 


1000 L8 STEAM/HR 


STEAM 


” - 50,485,000 22,067,000 4,999,000 


sources of thermal and hydraulic energy 
and must be a safe and practical reality. 

For the present, we can assume that 
new electric generating installations 
now being made will undoubtedly serve 
their economic life before this new 
source of heat energy will have a large 
influence over future developments. It 
is to be hoped, that in the development 
of atomic energy for electric power gen- 
eration, our industry will be able to take 
an active part in the same way it ha 
pioneered in bringing our industry to 
its present stage of development. 

In closing I would like to thought: 
fully leave with you the following cor- 
clusions: 

1. The existing electric power re 
sources of the United States are 
the largest in the world, account- 
ing for almost one-half of the 
total production and ‘consumption 
for all nations and nearly six times 
that of the next nearest nation, the 
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U.S.S.R. These resources are be- 
ing expanded at a rate far beyond 
that of any period of the indus- 
try’s 66 years of outstanding de- 
velopment. For our country with 
a population of 7 per cent of the 
world’s total, it is one of the ma- 
jor components of our great Amer- 
ican industrial system. It is one 
of our greatest sources of strength 
for both peace and security. 


. The wartime record of the electric 


power industry was of the highest 
order. Every requirement for war 
production and essential civilian 
needs was met, and in adequate 
quantity. It was a record of out- 
standing cooperation both within 
the industry and between the in- 
dustry and government. The power 
industry’s resources were mobilized 
effectively and courageously. No 
one power region of the country 
contributed more to vital war pro- 
duction than another. 


. The postwar period, with its un- 


precedented load growth, has made 
necessary an even greater marshal- 
ling of existing equipment than 
ever before. It is an accomplish- 
ment which merits the approval 
and support of the many millions 
of fair-minded Americans. Gener- 
ating equipment and other facili- 
ties have been coordinated, pooled, 
and operated to an extent almost 
belief. No amount of 
biased ridicule, no attempted ef- 
forts to discredit the good work of 
our industry can change the fact 
that a great task has been succes:- 
fully carried out. It is to the ever- 
lasting credit of the people in the 
industry that this has been possible. 
It gives one faith in the continua- 


beyond 


tion of a free America and a bul- 
wark against the spread of “isms” 
foreign to our way of life. 


. Our wartime and postwar achieve- 


the 
field of electric power are an in- 


ments and advancements in 
spiration for other nations allied 
with us who are endeavoring to 
stimulate their recovery, strenzth- 
en their national 
raise their standard of living. Our 


economy, and 


operating practices, our engineer- 


ing improvements, our construc- 


tion methods serve to demonstrate 
the technical assistance which other 


nations less fortunate than our- 


selves may use to their advantage. 
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Fig. 19—Cumulative New Generating Capacity of Steam Turbine-Generators 
and Water Wheel Generators 


On Order as of May 1, 1949, and Scheduled for Shipment—Continental U. S. Only 
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5. The electric power industry will power industry to assist, along 
go forward with undiminished with other industries, in promot- 
vigor, initiative and courage. Great ing and insuring the social, eco- 
as have been past accomplishments, nomic, and political stability of our 
they can be even greater than be- country. That is a purpose which 
fore. The establishment of a wise is worthy of the thoughtful con- 
and constructive policy of our sideration of all who believe in the 
Government toward our industry democratic principles of life, lib- 
can do much to enable the electric erty, and the pursuit of happiness. 
Ebasco Holds Second Safety Seminar 
AFETY and personnel executives Fire Protection School of Consolidated 


from utilities in ten states and in 
Brazil, Cuba and Mexico recently at- 
tended the seminar in Public Utility 
Safety, held June 13 to 24, and spon- 
sored by Ebasco Services, Inc. in coop- 
eration with New York University. 

In addition to the 
which were given at New York Univer- 
sity on Washington Square and at the 
2 Rector Street offices of Ebasco, 
field trips were made to Fort Jay where 
the group was briefed on the driver 
training program of the First Army, to 
the training school of the New York 
Telephone Company at Long Island 
City and to the Waterside Plant and 


lecture courses, 


Edison Company of New York, Inc. 
The Association Panel, a unique fea- 
ture of the seminar, was held at head- 
quarters of the American Gas Associa- 
tion, +20 Lexington Avenue. Represen- 
tatives of the accident prevention activ- 
ities of the American Gas Association, 
Electric Institute, American 
Transit Association, American Institute 
of Electrical Engineers, American So- 
ciety of Safety Engineers and the Na- 
tional Safety Council, outlined the work 
of their respective associations in the 


Edison 


field of safety and answered questions 
of the seminar group. 
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Standardization—An Investment 


By A. C. Monteith 


Vice President, Westinghouse Electric Corporation 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


LL of us favor standardization 
until we have to give up our 
own ideas. This is a natural 

reaction because as engineers we take 
pride in being originators and improvers 
and do not like to be held to a confined 
course. However, we are being com- 
pelled to recognize the impact of volume 
production methods in reducing costs. 
Handmade products are no longer the 
hallmark of quality, and our engineer- 
ing thinking must shift accordingly. 


Standardized Vs. “Handmade” Products 


There are always many ways to make 
something. Modern highly-tooled man- 
ufacturing makes it possible to take a 
design which may be short of the ideal 
—engineering-wise—and come out with 
quality products at lower cost, in com- 
parison with scattering production effort 
among the several ways that might ac- 
tually be better when viewed solely 
from the standpoint of individual engi- 
neers doing “handmade” type of 
thinking. 

All of you are in the squeeze between 
load growth and shortage of investment 
funds. You are under pressure to keep 
investment down. Your Committee, 
feeling that standardization offers sig- 
nificant opportunity for relief and that 
the utility industry has possibly not 
practiced what it has preached, asked 
me to evangelize on this subject and ad- 
vocate action instead of words. 

Standardization has been criticised by 
some, because the results have not been 
clearly evident. It is not easy to see 
the benefits of standardization at a time 
of rising labor and material costs. And 
it has been true in the electrical indus- 
try that most standardization has been 
accomplished during markets 
when deliveries have been longer on 
special equipment as a result of a short- 
age of engineers, draftsmen and _ tool 


rising 


makers. 


Automotive Standardization 


To see the benefits 
achieved requires a comparison 
some industry such as the automotive 
business, where standardization — has 


that we have 
with 
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long been thoroughly practiced and, 
therefore, the major gains from it have 
been realized. Here we find the com- 
parative results startling. Comparing 
1948 with 1939 figures, automotive 
wages have risen 82 per cent, materials 
90 per cent, and car prices 89 per cent. 
In the electrical manufacturing indus- 
try, where standardization is just being 
felt, wages are up 90 per cent, materials 
76 per cent, but prices are up only 38 
per cent as compared to 89 per cent in- 
crease in car prices. 


Reduced Costs 


One concludes that electrical manu- 
facturers have had a certain amount of 
standardization accompanied by volume 


Increased Volume, 


to act as a brake on rising prices. With- 
out it, electrical prices would have risen 
even more. A _ greater adherence to 
standards, especially in times of lower 
business levels, can bring fuller advan- 
tages ‘to the industry by _ increasing 
volume and thereby reducing costs of 
electrical equipment. 

Volume production is essential. This 
is illustrated by the experience with a 
1500-hp, direct-current motor built dur- 
ing the war. Because the order called 
for over 800 machines, special jigs and 
tools were justified. These eliminated 
such operations as brush-rigging adjust- 
ment, interpole adjustments, individual 


seating of the brushes, and so on. Ip 
this way the cost was materially reduced 
below what it would have been if only 
two or three of these machines had been 
built on a single order. For heavy elec. 
trical equipment this is, of course, an 
extreme case of volume production, and 
in general it is not possible to do as well 
on commercial orders. It does, how- 
ever, illustrate the possibilities. 


Two Kinds of Standards 


There are many varieties of stand- 
ardization, but, at the moment, we will 
concern ourselves with only two. One 
class embodies those standards which 
each manufacturer sets for himself s 
that he can achieve a reasonable measure 
of quantity production. 

For example, we have developed ; 
family of handles that serve a variety of 
breakers, switches, and control elements. 
Likewise, we have a standard size and 
location of drain plugs, valves, etc., for 
oil-filled apparatus that enables us to 
stock standard parts, and to simplify 
drawings and manufacturing operations, 

The other class under discussion, 
which we will call industry standards 
comprises those which users and manv- 
facturers in a given field develop co 
operatively, Circuit breakers, distribu- 
tion transformers, and steam generator 
units are in this category. These, if 
followed, are the most effective brand 
of standards, as both user and manv- 
facturer have crystallized a common 
point of view. 


Manufacturer’s Standards 


Both classes of standards are impor 
tant, and because of their money-saving 
qualities they merit your firm support. 
For example, consider the seemingly i 
significant matter of the drain plug it 
a circuit breaker we cited a moment 
ago. ‘““How,” you say, “can a ten-cef! 
plug have any real effect on the trv 
cost of a $10,000 product?” But listen 
Take the actual case of the drain plu 
on the tank of a 50,000 kva circut 
breaker. In order to meet customer d¢ 
mands, we may have to provide a 4, ¥ 
or l-in. drain plug or a drain valve, 3 
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special sampling valve or a special oil 
gauge. In the past 15 weeks we have 
been required to manufacture this par- 
ticular tank in eight different combina- 
tions of details. 

Under modern manufacturing meth- 
ods we cannot use the “handmade” 
method of having someone take a new 
plug of different size—which we prob- 
ably don’t even stock—down to the shop 
and say to Joe, the workman, “Put this 
odd-size plug there instead of where 
the drawings call for it.” Manufactur- 
ing setups established to capitalize on 
yolume require more formality. This 
detail change has to be handled through 
the order routine and costs about as 
much as handling a new order. Draw- 
ings have to be changed. The new ma- 
terial purchased, and with appropriate 
instructions all in writing, Joe can then 
crew in the new plug. Cumbersome? 
Yes. But short-cut it and you get con- 
fusion. 

The cost of this minor change may 
well total $100 to $200. “But,” you 
say, “such a charge is exorbitant,”— 
and besides you have never been asked 
to pay it. True. But it is there just 
the same and must be made up in the 
over-all, aggregate cost level of the ap- 
paratus. A charge of this magnitude 
is seldom made directly. Perhaps it 
should be. It would make the economic 
loss of seemingly trifling deviations from 
standard more apparent. But account- 
ing systems are not set up to do this— 
and if they were, that variation from 
standard would increase the cost even 
further. 


Unit Substations 


The unit substation is an outstand- 
ing example of how the manufacturer 
can help reduce your system investment 
by combining all the elements for dis- 
tribution substations into a few stand- 
ardized coordinated units. Increasing 
construction labor costs have greatly 
stimulated the use of unit substations. 
Much of the merit of the unit substa- 
tion idea comes from the single respon- 
sibility, the integration of component 
design, over-all manufacturing coordi- 
nation, and factory testing, possible only 
when a single manufacturer does the 
whole job. 

Conversely, the-unit substation prin- 
ciple loses much of its benefit if an at- 
tempt is made to replace some elements 
of a manufacturer’s standard unit sub- 
station with elements of some other 
make. Some distribution-system engi- 
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neers may wish to do this, thinking to 
combine the best features of different 
manufacturers. This clearly defeats the 
unit substation idea and must be reso- 
lutely avoided as the losses far outweigh 
the gains. 


Industry Standards 


General features of unit substations 
need to be standardized from both the 
user’s and the manufacturer’s point of 
view. ‘Actually, every major user has 
a standard of his own. This was to be 
expected in the initial mushroom-like 
growth of this new approach to the sub- 
station problem, but now sufficient ex- 
perience is available to standardize. 

However, let us not standardize on 
everything and thus get no production 
volume benefit. Let’s select one or two 
of the ways of killing this cat and dis- 
card the others instead of trying all nine 
ways. Useful suggestions in this regard 
appeared in the February-March issues 
of the EEI Bu tvetin this year. Mr. 
E. B. Shew states that sixteen distribu- 
tion substation layouts which he exam- 
ined could, in his opinion, with a little 
concession and compromise, have been 
reduced to three. Our own observation 
confirms this. In the second article, 
Mr. W. M. Hanna shows how a va- 
riety of assemblies, to suit different op- 
erating conditions, can be made up of 
standard components. 


Standardized Bus and Connection 
Arrangements 

We feel that the utilities could help 
themselves materially by adopting stand- 
ardized substation bus and connection 
arrangements, such as are discussed in 
Mr. Shew’s article, as well as standard 
operating procedure in such matters as 
grounding, testing, phasing of cable cir- 
cuits, and the testing of relays. At the 
present time, the practice on these items 
is completely non-uniform with operat- 
ing companies, and this handicaps the 
manufacturers in developing devices 
which will suit even a small percentage 
of the users. 

We know of one company that has 
three different testing and grounding 
methods of their own and two methods 
of testing relays. Another item on which 
not too much standardization work has 
been done is outdoor substations built 
of structural steel members. 

An outstanding example of a general 
industry standard more fully developed 
is that of steam-turbine-generator units, 
which was approached with skepticism 
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in many quarters. Here the steam pres- 
sure, temperatures, bleed points, and 
kilowatt ratings of all turbine generator 
units from 11,500 to 60,000 kw have 
been standardized on. Already accep- 
tance has been excellent. Over half of 
all machines falling within these boun- 
daries on order are standard—proving 
that if anything so difficult can be 
brought into the standardization fold, 
in no field of heavy apparatus is stand- 
ardization hopeless. 


Turbine-Generator Standardization 


Turbine - generator standardization, 
furthermore, well illustrates the several 
merits of standardization generally. 
These can be enumerated as follows: 

1. Both users and manufacturers 
have been able to plan ahead. This 
is of special importance when en- 
gineering and drafting talent are 
in short supply. Drawings can 
be had soon after purchase. In the 
case of a second installation, the 
user frequently needs to modify 
only the foundation and building 
drawings in minor ways to suit 
a new location. 

2. Machines are more reliable be- 
cause they have been “debugged” 
in actual service. Regardless of 
the experience of the builder, the 
first one of a kind always requires 
some minor changes or adjust- 
ments on the site. Service expe- 
rience is required to shake down 
a new model of any machine, 
whether it be an airplane or a 
turbine. 

3. Delivery schedules are less likely 
to be interrupted when there is a 
flow of critical items coming 
through. A defective forging dis- 
covered during machining opera- 
tions can be replaced by the next 
one in the flow line, etc. 

4. Repair parts can be obtained more 

quickly. 

. Workmen in the factory improve 
in proficiency as their work is re- 
peated. 

6. Experienced design engineers— 
and their number is limited—can 
devote their time to creating and 
developing the new machine that 
will be the next improvement 


an 


within the standardization frame- 
work. 

The experience with turbine genera- 
tors also demonstrates that standardiza- 
tion does not freeze development. Each 
manufacturer, in fact, has more time 
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to improve blade materials and con- 
struction, to develop better steam flows, 
or any of the thousand-and-one ways 
by which he tries to make his standard 
machine better than his competitor’s 
standard machine. 

Steam-turbine-generator 
though conspicuous, are by no means 
alone in the field of power apparatus 
standardization. Good work has been 
done on street-lighting fixtures since the 
war by the EEI-NEMA Committee. 
Voltage ratings, lamp sizes, lamp bases, 
and light-center distances have been es- 
tablished. Mounting details, street- 
lighting pole dimensions and photomet- 
ric test procedure have also been stand- 
ardized. 

These standards—if adhered to—will 
permit manufacturers to set up for vol- 
Users can interchange 


units, al- 


ume production. 
essential components regardless of the 
original manufacture, thus keeping 
stocks to a minimum. It also permits 
flexibility in maintenance in that re- 
flector and head assemblies can be inter- 
changed freely. 


Adherence to Standardization Programs 


And this brings to mind one essen- 
tial fact, which, by the way, is the real 
reason | am here. A standardization 
program—for all the effort and expense 
poured into it—is no better than the 
actual adherence it Many 
utilities have not as yet agreed to fol- 
low these well-worked-out lighting 
standards in their procurement. 
Frequently, this has been due to some 
individual who is not taking the broad- 
gauge viewpoint that his own executives 
had in mind when they authorized the 
expense of the Committee work. 

On distribution transformers we have 
much the same situation as with light- 
ing. ASA technical standards were 
brought up to date in 1945, and with 
the acceptance of the EEI-NEMA Joint 
Report, standardization has now been 
agreed upon. It is true that there are 
far too many different standard arrange- 
ments included, both electrical and me- 


receives. 


own 


chanical, but if these standards can be 
adhered to, a substantial industry gain 
will result. Every effort toward further 
simplification should be made. 

Well under way is similar standardi- 
transformers 501- 


zation On power 


10,000 kva, 3 phase, or 501 to 5000 kva, 
single phase, up to and including 69,000 
volts. Your support in keeping the num- 
ber of 


needed. 


standards to a minimum is 
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Indiana Electric Association’s Ninth Annual 
Young Men’s Utility Conference 


ELIEVED to be a unique event in 

the nation’s electric industry, the 
ninth annual Young Men’s Utility Con- 
ference, sponsored by the Indiana Elec- 
tric Association, was attended by over 
225 young men, of 35 years of age and 
under, during the two-day meeting on 
May 2 and 3, held in Ipalco Hall, In- 
dianapolis, Ind. 

H. T. Pritchard, president of the 
host company, 
Light Co., welcomed members 
guests at the opening session on May 2, 
which Cy. W. 
Kroener, Southern Indiana Gas & Elec- 
tric Co. In his opening remarks, E. D. 


Indiana D0lis Power & 
I 
and 


was presided over by 


Anderson, vice president of the IEA 
and of the Northern Indiana Public 
Service Co., stated that “the electric 
utilities must employ three times the 
number of young men in the next fif- 
teen years than they have employed in 
the past fifteen years, if we are to main- 
tain the present engineering personnel. 

Following the opening speech, Edwin 
Vennard, vice president, Middle West 
Service Co., addressed the conference 
on “Rising Costs and Electric Rates.” 

P. L. Smith, president of the National! 
Association of Electric Companies, con- 
tinued the session, citing exemption 

(Continued on page 260) 





An example of cooperative standard- 
ization and of the progress that can be 
made, if the utilities and manufactur- 
ers set their collective minds to it, is 
the work being done in the preferred 
ratings of power circuit breakers. The 
new Standard C37.6 published this year 
shows a reduction in the number of 
ratings of circuit breakers from 121 in 
the 1945 list to 82 in the new list. This 
has not been an arbitrary reduction but 
is based on actual usage during the five- 
year period. We are hopeful that in 
the course of time even this figure can 
be further reduced. 

We must never forget that your cus- 
tomers who push buttons and like to 
live electrically do not care how you 
get electricity to their homes as long as 
you do it economically. Individualistic 
design changes back in the system some- 
where mean nothing to them. 

Standards to last for a 
length of time and be accepted must be 


reasonable 


based on sound engineering and not be 
arbitrary or commercial. In 
standard, 
must be used so that the standard can 


be maintained for a long enough time 


purely 


adopting a good judgment 


to amortize the tooling for volume pro- 
duction. During this period, improve- 


ments are accumulated and put into 
effect at the next step in standardiza- 
effort 1 


instead ot being adopted 
piecemeal, 


tion 

The cases cited show that those who 
standards 
The 


extension of standardization into fields 


have planned the codes of 
} 


lave given us a good beginning. 
not now covered—and there are several 
of these 
way. Gentlemen, the great crving need 


—should proceed in an orderly 





today is not to rush forward into an 
accelerated program of creating new 
standards, but to accept in fact, not just 
in theory, the standards already on the 
books. 

Now, when we have definitely re- 
turned to a buyer’s market it is difficult 
for an engineer to resist the urge to 
bargain for something special, some- 
thing not quite standard, in order to 
achieve some local need, fancied or real. 
It is even more difficult for the manu- 
facturer, in periods of low business ac- 
tivity, to resist that request because, 
not only does he need the business, but 
also he does not wish to jeopardize the 
over-all, and perhaps sizeable, order. 

The customer engineer, by winning 
from the manufacturer an agreement 
to something beyond the standard, may 
indeed take pride in this horse-trading, 
feeling he has achieved some gain for 
his company by so doing. Nothing is 
farther from the truth. The inescap- 
able result is an increase in costs. They 
may be hidden costs, impossible to to- 
talize, but they are none the less real. 
They inevitably must be taken into ac- 
a part in establishing 
cost levels all out of proportion to their 


count and play 


transitory worth. In this respect, manu- 
facturers are at your mercy. 

Everyone, from the president down, 
who is anxious to keep investment costs 
down, must not only encourage the es- 
tablishment of standards but also must 
insist that his people abide by them. 
You, gentlemen, the final users, pay for 
sabotage 


every successful 


either a manufacturer or an industry 


attempt to 


standard. 
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The Present and Future of 


Thermal Prime Movers 


By Charles W. E. Clarke 


Vice President and Consulting Engineer, United Engineers & Constructors Inc. 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


HERMAL prime-mover devel- 

opment has been in process for 

the past several hundred years. 
As most of us know, Hero’s reaction 
turbine dating back to 120 B.C. was 
the first disclosure of a machine which 
could be termed a prime mover; but 
development of power from steam, or 
heat, made no perceptible progress until 
the time of James Watt, about the 
middle of the eighteenth century. 


Reliable, Efficient Machine 


From the time of Watt’s by no means 
small beginning up to the start of the 
twentieth century, the reciprocating 
steam engine developed into a reliable, 
fairly efficient machine. Reciprocating- 
engine units of about 5000-kw capacity 
were put in service about that date and 
were considered large units. During 
the same period many large pumping- 
engine installations materialized, most 
of them triple-expansion. And, also in 
the late 1890’s and early 1900's, there 
were several steam-turbogenerator in- 
stallations in sizes of 1000 kw to 1500 
kw. 
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vertical Curtis turbine. Since that time 
the pace has been amazingly rapid until, 
today, One unit is operating in this coun- 
try with a capacity of 200,000 kw— 
and there is the possibility of larger units 
being constructed should it prove de- 
sirable or necessary. 

During the early development period, 


inventors were intrigued with the idea 
of producing a so-called rotary engine, 
in order to get away from the recipro- 
cating motion connected with the steam 
engine. Nothing was accomplished, but 
this activity probably had some effect 
on the turbine developments. Two im- 
portant elements should be borne in 
mind in connection with the rapid ad- 
vance of the steam turbine; first, it had 
all the benefits of the engineering knowl- 
edge, thermal improvements, and shop 
practices which went into the develop- 
ment and construction of the modern 
steam engine; and second, the steam 
turbine is a thermal machine capable 
of fairly rational theoretical analysis 
throughout its entire cycle, both thermal 
and structural. These factors, without 
doubt, all contributed to the rapid in- 
crease in sizes of machines during the 
last forty years. 


Total Production of Electricity 
By Public Utility Plants 


Fig. 1 shows, for each year, the kilo- 
watthours produced by the utilities of 
United States from 




















































































ea | ] ] . 
lo dort, itive BEER EEE EEE EEE EE Hai oe cco 1906 to 1948, in- 
Co | cluding both public 
development of [TTT 1 PRObpBeIrON-@F-ELESTRIdHEY HH 4 sol uideagiedaaal 
thermal prime mov- a: a Limite iol ebirrtt tit. ty | oe ee ee 
ers a8 power gener- Coo [PUBLIC UFHTY PLANTS ———— companies. Note 
°° eee a | | ee Se | ae I a ¢ - = 
ators for utility ser- ail dqundel eed lataslanicai mail fe tithe?! | t t tne a cur 
vices did not start 7 ++ 0a8 PRivaTg | rent procuctien 
7 bout tl i ie oe fet seeee from 1906 to 1919, 
until about the turn jee} ot : | 
os sane nr AY ALL) FUELS | inclusive, was ex- 
of the century, but 200/-—2 : y 
aT) ie: sees | ceeded in the single 
the progressive evo- cost +H 1 vear. 1948. 
lution which had |_| 
b . ; 180} S— 
on ee On C| Installed Capacity and 
while demonstrated (Ms) | Maximum Demands 
itself almost over- 0 F; ! J in Public Utilities 
night in construction 4 | Fig. 2 shows in- 
of units of continu- o stalled capacities and 
ously increasing size. ” - peak loads of util- 
In 1903, Fisk Sta- | ity systems, for each 
tion of Common- 6 ULL ‘he | rt | | Litil year, from 1906 to 
wealth Edison Com- — = 1920 1930 1940 1980 date. After World 
pany saw the opera- Fig. 1—Total Production of Electricity by Electric Utility Plants W a I, there was ri 
tion of a 5000-kw in U. 8.—1906-1948 period of  severa 








Page 238 


70 


60 


40 


° 1906 = 1910 


1920 





EDISON ELECTRIC INSTITUTE BULLETIN 


1930 1940 1947 1952 


Fig. 2—Installed Capacity and Maximum Demands of Utility Systems—1906-1952 


years when installed capacity was con- 
siderably in excess of demand. It will 
be interesting to see if this same differen- 
tial occurs in the next few years, subse- 
quent to operation of the unusual capaci- 
ties now being installed. 

Figs. 3, 4, 5 and 6, show that avail- 
able sizes of turbines and boilers, and 
allowable pressures and temperatures 
(which have been constantly increasing ) 
have in great measure controlled and 
made possible the tremendous expansion 
in utility-system capacities. 

An important factor in construction 
of large units, particularly the boiler 
portion, has been the improvement in 
welding technique. It is safe to say that 
without present-day welding practices, 
boilers with capacities of 1,000,000 Ib 
per hr, pressures up to 1200 and 1500 
lb, and temperatures of 1000 F or 
1050 F, would never have been built. 

The old type of riveted construction, 
and former methods of building super- 
heaters and reheaters, would not have 
permitted it. The first welded-drum 
boiler was installed in this country in 
1930. From that date on, riveted-drum 
construction passed very quickly out of 
the picture. 


Reheat 
Up to about 1925, there had been a 


steady increase in unit sizes and also in 
the permissible pressures and tempera- 
tures at which they could operate. But 
700-750 F- was considered the maxi- 


mum temperature limit for materials 


then available for manufacturing super- 
heaters, piping, and high-speed rotating 
units, It was about this time that re- 
heat appeared on the scene, with result- 
ing developments which reduced heat 
consumption of prime movers materially, 
while not increasing the initial tempera- 
ture at the prime mover. Meanwhile ma- 
terials had shown a constant improve- 
ment with the consequence that, about 
1934, steam temperatures started to in- 
crease. 


By 1938, temperatures of 950 F were 
allowable, making it inadvisable to con- 
tinue using a reheat cycle since the re- 
quired economies could now be secured 
without the complications attending re- 
heat. At the present time 1000-F inlet 
temperature is becoming rather common 
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usage with pressures of 1250 Ib and 
higher, and a number of installations 
are under way which will operate at 
1050 F—two are already operating at 
that temperature, which for the moment 
seems to be the maximum limit. So, 
again reheat is in the picture. 

As an historical side line, it can be 
pointed out that use of reheat on steam 
prime movers is not particularly new, 
James Watt, in the course of his engine 
experiments, took out a reheat patent 
covering steam-jacketing of cylinder 
walls to prevent condensation in the 
steam cylinder. Reheat was also com- 
mon along with the development of the 
large compound and_ triple-expansion 
steam engines in vogue in the late 1890's 
and early twentieth century. Most of 
the important installations had steam 
reheaters, reheating steam between the 
high and low-pressure cylinders. The 
principle is the same except that, in pres- 
ent-day prime movers, reheat is used 
more broadly in that, while some early 
reheat units were provided with steam 
reheaters, without exception the reheat- 
ers of today are actually secondary su- 
perheaters in the boiler. Temperatures 
are usually raised back to the initial tem- 
perature, or very nearly there. 

The case for or against the thermal 
advantages of reheat can be covered in 
a few words. Assuming the maximum 
desirable operating temperature to be 
1050 F, a unit operating on a reheat 
cycle and reheating back to 1000 F or 
1050 F, as conditions may warrant, will 
produce economies comparable to those 
secured if the initial temperature were 
1200 F without reheat 
not advisable at this time. 





a temperature 


Developments are now in_ progress 
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Fig. 3—Available Turbine Sizes—1903-1949 
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which may permit use of considerably 4 
higher temperatures and again make it 
inadvisable to consider reheat installa- 
tions. Actual production of steam tem- 
peratures in'the neighborhood of 1200 F 
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AVAILABLE STEAM PRESSURES 





presents a real problem to the boiler 
manufacturer, and at elevated tempera- 
tures somewhat different construction 











from that now customary would have to ' 
be adopted. 


PRESSURE - PSIG 


Investment Considerations 


From the investment viewpoint, the 
matter of whether or not to use reheat 
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pends somewhat on the size of the units 7 

involved, the cost of coal, and the type °\900 1908 ~~—«1910 1918 1920 61925 0S 1930's«1938 = 194019481980 

of load which can be assured the unit. 

In the larger-sized units, in the neigh- Fig. 4—Available Steam Pressures—1905-1948 

borhood of 100,000-kw capacity, the in- 

creased cost of a reheat over a non- 

reheat installation is 

of small magnitude. ee Caer a 4- ‘| | : Generator Develop- 

Wit, units hall che a - “122 |"\7 AVAILABLE STEAM TEMPERATURES Ti Eee —— 

size, say 50,000-kw (Vanesa ‘an ie ‘ It has been essen- 

capacity, the ine "COCCI. cd: epee Mee ’ tial that develop- 

creased cost might CCE ecer | Eecrcricee a ments in the genera- 

amount to $10 to ' oer m eeaee 7 ase 7 } iy tor end of turbo- 

$12 per kw. CoCr re] | fig | ee cant I: one ye keep 
Ae ancthes sid- 800} « { ; ub a os he pace wit those in 

note, in the previous ae =- Sor at A mz ane | | | the ee haere In 

wave of reheat in- soo} '-"—-|--G0 — +4 |- 4 1937 the first hy- 

stallations a total of 1 of |— 1 drogen-cooled = 

about 60 units were aco} -!-!—|-!.| | | | erator was put into 

installed. There are ey |: | | | | PLATE & rishi today, hy- 

now on order 60 = goo), ] ae | | | drogen cooling in 

turbine units which 2 |: | | | YEAR units of 20,000-kw 

will operate on a re- ‘ | | | | | wie tie and over 1 

heat cycle, with a 1900 1908 1910 1915 1920 1925 1930 1935 1940 1945 eso universal. 

a. oi Hydrogen pres- 


capacity 
about 3,500,000 kw. 


Fig. 5—Available Steam Temperatures—1905-1948 


sures for generator 
cooling started out 
originally at 4: psi, 
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with the units designed in most cases 
for operation at 15 psi to take care of 
differences in power factors, tempera- 
tures, etc. Today, machines are being 
designed to operate at 30 psi, and sev- 
ae eral are now operating, although not as 
yet at the 30-lb maximum pressure. The 
kva-gain between 15 psi and 30 psi is 
about 10 per cent. Naturally, this gain 
is of no use on a capacity basis at high 
power factors unless the prime mover 
ar is large enough to drive the generator at 
the increased load. 

In southern sections, where tempera- 
| tures of cooling water are apt to be 
| high, the increased hydrogen pressures 








“1900 1920 1925 1930 


1935 


Fig. 6—Available Boiler Sizes—1916-1948 


have proved of inestimable advantage, 

and generator cooling should cease to 

be a problem. 
Higher generator 


voltages, in the 
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neighborhood of 13,200 v, are in general 
use today, and on systems where large 
units are involved and no local distribu- 
tion is required, generator voltages on 
the order of 16,000 v should be given 
serious consideration. 

Excitation voltages have been in- 
creasing. Not along ago 125 v was con- 
sidered standard; nowadays 250 v is 
standard and on a number of the larger 
machines, exciters of 375 v have been 
used. In general, direct-connected ex- 
citers are in favor, most of them oper- 
ating at 3600 rpm. 


Topping Units 

In the past twenty years a relatively 
large number of “topping units” have 
been installed. Defining the term brief- 
ly, a topping unit consists of a high- 
pressure turbine and boiler with the 
turbine exhausting at low pressure, say 
200 psi‘to 300 psi, to the old low-pres- 
sure turbogenerator units. This type 
of installation is an excellent device for 
modernizing older installations because 
of two factors: it is possible to reduce 
by 25 to 35 per cent the over-all heat 
rates of the units affected; and, where 
the circulating-water supply is limited. 
the generating capacity can be increas 
appreciably without placing further load 
on the circulating-water system. 

There is a practical limit on how 
much topping capacity should be _ in- 
stalled on any utility system, and, more- 
over, topping should be applied only if 
the low-pressure elements to be topped 
are in sufficiently good condition to war- 
rant their reliable operation for a num- 
ber of years to come. It should be borne 
in mind that costs per kilowatt are ma- 
terially greater for topping units than 
for straight-through condensing installa- 
tions of like size because of the greater 
boiler capacities required. 


Regenerative Feedwater-Heating Cycle 
In the early 1920’s, the regenerative 


feedwater-heating cycle came __ into 
vogue; it consists of extracting steam 
from specific points in the turbine (the 
steam having done considerable work 
up to those points) and utilizing it .in 
feedwater heaters through which con- 
densate is passed, heating the feedwater 
to a predetermined final temperature 
The evcle, thereby, absorbs considerable 
latent heat from the steam to the feed 
water which would otherwise be lost in 
the water 


into the river. Regenerative feedwater 


condensing and discharged 


heating permits a saving of from 12 to 
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15 per cent in the energy required to 
run the turbogenerator unit. 


Steam-Cycle Limitations 


Steam cycles are subject to specific 
limitations as to obtainable efficiencies. 
At a pressure of about 3200 psi, steam 
fluid. The maximum steam 
pressure considered available for use in 
steam-generating plants is in the neigh- 
borhood of 2500 psi. At this pressure, 
with a multistage, regenerative, feed- 
water-heating system, a temperature of 
1050 F, and reheated to 1000 F, the net 
obtainable thermal efficiency would be 
between 36 and 38 per cent. But these 
controlled by two 


becomes 


percentages are 


factors: 

1. Stack losses. Present-day maxi- 
mum boiler efficiency, having in 
mind cost of construction, is about 
90 per cent, 10 per cent of the 
total energy in the fuel burned in 
the boiler being discharged into 
the atmosphere. 

2. Condenser losses. That is, losses 

caused by transfer of the latent 
heat in the condensed steam to 
the condensing water and its con- 
sequent loss to the river. This loss 
amounts to about 50 to 55 per cent 
of the total the 
boiler system. 


fuel burned in 


Mercury Cycle 


W.L. R. Emmett evolved the “binary 
cycle,” a combination of mercury and 
steam boilers and turbogenerators. Start- 
ing in 1923, several installations were 
made and, at the time of the cycle’s de- 
velopment, it looked particularly attrac- 
tive as the available heat rates were con- 
siderably better than was possible with 
materials then available for steam-plant 
cycles. But in later years developments 
in metals resulted in a steam-cycle im- 
provement also, and the mercury cycle 
today, in special would 


except cases, 


not seem to be especially attractive. 


Gas Turbines 

The gas turbine is in fact a rather old 
idea. The principal difficulty encoun- 
tered in its early design was the appar- 
ent impossibility of building a compres- 
cnr to any degree efficient in its relation 
to the rest of the unit. In other words. 
the compressor took about all the power 
the gas turbine developed. However, in 
recent have been intensive 


vears there 


developments, particularly in Switzer- 
land, where several manufacturers have 


built, and have in operation. gas turbine 
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of considerable size, the largest one re. 
ported having a capacity of 27,000 kw, 

Up to the end of World War I], 
there had been no comparable develop. 
ments in this country. But, recently, 
manufacture and usage of gas turbines 
have shown perceptible progress here— 
a result of wartime-development work 
in turbosuperchargers and jet engines 
for aviation use, and the parallel de. 
velopment in suitable metals for the 
high temperatures encountered in a gas 
turbine. 


Gas Turbines For Utility Service 


Outside of locomotive applications 
there are on order or in use, for utilj- 
ties’ service, 7 gas turbines: 

3—3500-kw units 
3—5000-kw units 
1—1875-hp unit 

The 3500-kw units are all simple 
open-cycle type. The first of these three 
units is to be installed at Arthur §. 
Huey Station, Oklahoma Gas & Electric 
Company, and is scheduled for operation 
early in June. The open-cycle gas tur- 
bine has a comparatively large heat loss 
in the exhaust and it will be economical 
in some cases for the heat in the exhaust 
gases to be transferred to a waste-heat 
boiler for production of low-pressure 
steam, either for plant uses or for space 
heating. At the Arthur S. Huey Sta. 
tion it is being utilized for feedwater 
heating. 

The three 5000-kw units are designed 
for closed-cycle, regenerative-type opera 
tion. 

The 1875-hp unit is to be used ona 
natural-gas line as prime mover for 
operating a booster pump. 

All of the above units are using either 
oil or gas as fuel. 


Gas Turbine Thermal Efficiencies 
One interesting thing about the gas 
turbine is the fact that, in a small unit, 
thermal can be obtained 
which far exceed those obtainable from 
any commercial installation of like size 


efficiencies 


which would be made on a steam cycle. 

While the gas turbine has specific 
limitations as to attainable efficiencies, 
its type of construction is such as to 
permit safe operation at much _ higher 
temperatures than are now possible with 
the steam cycle. 


The fundamental difference between 
gas-turbine and steam-turbine construc: 
tion lies in the fact that the former op- 
erates at relatively low pressure and the 











July, 19¢ 


metals 
where 
thick, | 
gre re’ 
probler 
with lk 
ture gI 
sible di 
types ‘ 
constru 
the he: 
for the 


For 
able at 
at larg 
where 
will ha 
burn s¢ 
sition 1 
comoti' 
Bitumi 
by Joh 
search, 
on a Pp) 
the rai 
the en 
adapta 

The 
sition 
moved 
the cor 
turbine 
which 
progres 
time f 
in pro 
tumino 
signed 
The re 
eration 
now 1 

One 
in gas- 
mag 
coal as 
success 
volvem 

And 
proach 
burnin: 
ting th 
air unc 
turbine 
flue ga 


St 

It is 
develo 
that c 
take p! 
make | 





1949 


e€ re. 
) kw, 
r II, 
elop- 
ently, 
‘bines 
ere— 
work 
Zines 
1 de- 
r the 
a gas 


ce 


ations 
utili- 


simple 
three 
ur §. 
lectric 
ration 
s tur 
at loss 
ymical 
<haust 
e-heat 
essure 
space 
y Sta- 
| water 


signed 
opera- 


1 ona 
or for 


either 


ies 

he gas 
1 unit, 
tained 
> from 
ke size 
. cycle. 
specific 
encies, 
as 10 
higher 
e with 


et ween 
nstruc- 
ler Op 
nd the 





july, 1949 


metals are thin; while in the steam cycle, 
where pressures are very much greater, 
thick, complicated castings and forgings 
yre required—which introduces major 
problems. With temperature varying 
with load and resultant steam-tempera- 
ture gradients, internal stresses and pos- 
sible distortions ensue. Further, certain 
types of materials used in gas-turbine 
construction are not now procurable for 
the heavy castings and forgings needed 
for the steam cycle. 


Adaptation to Coal Burning 


For the gas turbine to be fully accept- 
able and useful to the utility industry 
at large, as well as in those locations 
where oil and gas are natural fuels, it 
will have to be constructed so that it can 
burn solid fuel, i.e., coal. Such a propo- 
sition involves real difficulties. The Lo- 
Development Committee of 
Bituminous Coal Research, Inc., headed 
by John I. Yellott as Director of Re- 
search, has been working for some time 
on a program sponsored by a number of 
the railroads in the United States, to 
the end that the gas turbine be made 
adaptable for use of pulverized fuel. 


comotive 


The difficulty in this particular propo- 
sition is that the fly ash must be re- 
moved from the gas stream after leaving 
the combustors and before entering the 
turbine. Although this is a problem 
which has not yet been fully ironed out, 
progress is being made. At the present 
time gas-turbine locomotives are 
in process, two being sponsored by Bi- 
tuminous Coal Research, Inc. and de- 
signed for operation on pulverized coal. 


four 


The remaining two are designed for op- 
eration on fuel oil; one of the latter is 
now running in freight service. 

One of the large manufacturers active 
in gas-turbine development is working 
on a gas producer to provide gas from 
coal as a gas-turbine fuel; if it proves 
successful there would be no fly-ash in- 
volvement in the gas stream. 

And, of course, there is another ap- 
proach to the fuel problem; namely, 
burning fuel in a furnace and transfer- 
ting the heat through heat exchangers to 
air under pressure and thence to the gas 
turbine, with the result that no actual 
fue gas or fly ash enters the turbine. 


Standardization of Gas Turbines 
It is quite evident from gas-turbine 
developments in this country to date 
that considerable standardization will 
take place and that manufacturers will 
make machines in a few definite sizes. 
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Such a plan of manufacture should aid 
progress and reduce costs. It is a con- 
servative plan, and rightly so. 

In general, the manufacturers believe 
that, only by proving the reliability and 
serviceability of materials now being 
used for the temperatures involved, and 
by waiting until sufficient experience 
has been secured with various sizes and 
types of units, will they be justified in 
entering into expensive production. This 
naturally means that commercial devel- 
opment of gas turbines will be slow, but 
ultimately sure. 


Atomic Power 


We are hearing considerable these 
days as to future possibilities of atomic 
“power. The United States Government 
is doing extensive research on the sub- 
ject, but just what the ultimate answer 
is to be, either in connection with prime 
movers, medicine, or warfare, I do not 
believe anyone knows at the moment. 


Fuels—Reserves 


Discussion has been widespread in re- 
cent years as to the alarming outlook 
for the nation’s fuel supply. In the final 
analysis, coal is the fuel to which United 
States will have to look over the ages. 
It is therefore comforting to learn, from 
the latest reports of the U. S. Geological 
Survey, dated January 1, 1948, that we 
have three million million (3,000,000,- 
000,000) tons underground. This figure 
represents approximately 99 per cent of 
the original deposits. In other words, 
only 1 per cent of the original reserve 
had been consumed as of the above date. 

Even allowing for errors and losses in 
mining, and discounting those reserves 
which are too thin for commercial min- 
ing, there still remains a large national 
reserve, ample for our requirements for 
centuries. 

Over half the total reserve consists of 
low-rank coals located in our Western 
states. Specifically this is sub-bituminous 
and lignite, and is located in the Dako- 
tas, Montana, Colorado, 
Utah and Washington. In the Eastern 
states there is an ample reserve of high- 
quality steam 


Wyoming, 


coal. The metallurgical- 
which are at present in 
great demand, have a much more limited 
Utility buyers of these grades 
find themselves bidding against the steel 
industry for the available supply. 


quality coals, 


reserve, 


Fuels—Future Trends 


Wartime experience taught plant op- 
erators how to utilize many unfamiliar 
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and inferior grades of coal. It also 
taught the value of wise and conserva- 
tive plant design. Looking into the 
distant future, it is obvious we must 
plan the use of lower-rank coals in 
steam-power plants. But for the imme- 
diate future, we know there are ample 
reserves of relatively high-grade steam 
coals available to span the life of any 
installation being made at present. 


Coal Quality Will Improve 

The quality of coal from any of the 
important producing fields should stead- 
ily improve, since marginal wartime coal 
production is gradually being displaced 
in the market by production from 
modern, well-designed, coal-preparation 
plants. The degree of this displacement 
and, hence, improvement in coal quality 
will depend, to a great extent, on gen- 
eral business conditions. Many mines 
are being depleted and coal producers 
are replacing the tonnage by production 
from new mines. 
mendous 


This requires a tre- 
investment by the coal in- 
dustry. 

New mining methods and the con- 
tinuous-mining machine have made pos- 
sible greatly increased production per 
hour and per man, in the underground 
phase of operation. Many existing mines 
cannot obtain full advantage of these 
improvements without large investments 
to improve mine haulage, hoisting ca- 
pacity and preparation-plant capacity. 

Coal-production costs can hardly be 
expected to be reduced materially when 
we consider the extent of new invest- 
ment required by the coal industry and 
the effect of wages paid to employees 
which, in the coal industry, amount to 
something over 50 per cent of the tota’ 
production cost at the mine. 


General 

We have a number of specific exam- 
ples of the manner in which the utility 
industry has coped with, and supplied 
to the full, the ever-changing needs of 
the refer specifically to 
Fisk Station of Commonweath Edison 
Company as an example. This station 
was originally designed in 1902 and the 
first of the large turbogenerator units 
of that time was installed there. Below 
is the chronological history of the vari- 


consumer. | 


ous expansion steps. Fig. 7 shows these 
developments in two curves — one in 
terms of capacity, the other in reduced 
heat rates accomplished in the various 
rebuilding steps. The latter curve well 
represents fuel per 


how requirements 











1916 
Fig. 7—Graph of Growth in Capacity and Reduction in Heat Rate of the 
Fisk Station of Commonwealth Edison Co.—1903-1949 


"1900 1905 1910 1920 


kilowatthour have been reduced year by 
year in the utility industry. The station 
was first designed for a total of 70,000 
kw. When present plans are completed, 
it will have an installed capacity in ex- 


cess of 450,000 kw. 


Chronological History of Fisk Station— 
Commonwealth Edison Company 
1903—Two_ vertical turbogenerator 
units were installed, each with a 
capacity of 5000 kw, served by 
16 Babcock & Wilcox water-tube 
boilers operating at 180 psi, 
513 F, and fired by natural-draft, 

chain-grate stokers. 

1905—At the end of this year, 4 such 
turbogenerator units and 32 boil- 
ers were installed. 

1906—A fifth similar unit was added, 
with a capacity of 8000 kw. 

1907—By the end of this year, 10 verti- 
cal turbogenerator units had been 
installed; total capacity 68,000 
kw. 

1909—A major rebuilding program was 
now completed. The first four 
units had been replaced by new 
units identical to No. 5 and the 
generators on the remaining six 
units had been rewound for an 
increased capacity of 12,000 kw 
each. The original boilers were 
retained. Station capacity was 
now 120,000 kw. 

1914- 

1920—During this period were added: 
4 horizontal turbogenerator units 
ranging in size from 2000 to 
35,000 kw, served by 4 cross- 


drum boilers per turbine operat- 
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ing at 200 psi, 588 F, equipped 
with economizers and induced- 
draft fans, and fired by chain- 
grate stokers. Station capacity 
was now 230,000 kw. 

1937—A 30,000-kw topping unit was 
installed, served by 2 pulverized- 
fuel-fired boilers operating at 
1200 psi, 900 F. Sixteen old boil- 

were removed to provide 
space. Station capacity was now 
260,000 kw. 

1943—A 147,000-kw, tandem-compound 
unit with 5 stages of regenera- 
tive feedwater heating was add- 
ed, served by two 750,000-Ib- 
per-hr boilers operating at 1250 
psi, 925 F. Vertical units 1, 8, 
9 and 10 were removed. Station 


ers 


capacity was now rated at 359,- 
000 kw. 

1949—In July, 1949, the installation 
of a new 150,000-kw, tandem- 
compound unit is scheduled to 
be completed, served by boilers 
identical in size and steam con- 
ditions to those installed in 1943. 
Vertical units 2, 3 and 4, to- 
gether with sufficient low-pres- 
sure boiler capacity, are still to 
be in stand-by service. Comple- 
tion of this project will bring 
the station capacity up to 473,- 
000 kw. 

As to the future, it is this writer’s 
belief that, for units in the sizes gen- 
erally required by the utility industry, 
the steam cycle will be the primary cycle 
for some time to come. The writer 
would further expect an increased num- 
ber of unit systems to be installed, by 
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which is meant installations consisting 
of one boiler and one turbine. 

This does not mean that there is no 
place in the utility industry for the gas 
turbine which, in the writer’s opinion, 
will most certainly find its place there, 
It should be borne in mind that a gas 
turbine can be built which would re. 
quire no cooling water whatsoever; jt 
could be remotely controlled and oper- 
ated; and it would not require compli- 
cated foundations or building struc. 
tures. With all these advantages, many 
systems should not only find it possible, 
but should welcome, the use of gas tur- 
bines even in the moderate sizes. 


The Future For Gas Turbines 


The writer expects that the first evi- 
dent progress in gas-turbine develop- 
ment will be for railroad service. A 
simple, open-cycle, gas-turbine locomo- 
tive, with a relatively low thermal eff- 
ciency of about 20 per cent, can compete 
very successfully with the best Diesel 
engine—if it can operate with coal asa 
fuel. 

It is to be expected that the gas tur- 
bine will develop into reasonably large 
units, as time goes on, but it must be 
remembered that when speaking of a 
30,000-kw, gas-turbine generator, the 
prime mover driving that generator has 
a capacity of approximately 90,000 to 
100,000 kw. 

The utility industry of this country 
can look with pride to the fact that they 
have been pioneers. They have tried to 
anticipate consumers’ needs and _ have 
succeeded to an amazing extent, and 
they have cooperated in the highest de- 
gree with progressive ideas of engineers 
and manufacturers. It is, therefore, in- 
conceivable that they will in any sense 
neglect or be backward in taking ad- 
vantage of this newest development, the 
gas turbine, even though it is at the 
moment most definitely in the develop- 
ment stage—although showing progress. 


Technical Advance Accelerating 


In closing, the writer would. like to 
repeat and emphasize that the technical 
phases of these various branches which 
compose the utility industry have been 
advancing in recent years at an ever 
accelerated rate, and that in some phases 
of the industry we are likely to see even 
more advances in the immediate futurt 
than we have seen in the corresponding 
number of past years. Advances in all 
branches of science point to and support 
that conclusion. 
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Economic Distribution for “Tomorrow’s Loads 


By T. J. Brosnan 





Distribution Engineer, Buffalo Niagara Electric Corporation 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


INCE the close of the war the 

attention of our industry has been 

focused on the construction of 
additional generating capacity. 

It is quite natural that during such a 
period the expenditures for expanding 
the capacity of the distribution system 
have been kept as low as possible. The 
generating plant has a rather fixed rat- 
ing and its capacity must be kept above 
the system load. Fortunately there is- 
considerable flexibility in the rating of 
the distribution system and it is possible 
to restrict temporarily the expansion of 
that system. This makes it possible to 
level off to some extent the peaks in 
capital expenditures that would occur if 
construction programs for all parts of 
the system had to be coincidental. 


Generation Vs. Distribution 


However, it is well to keep in mind 
the normal relationship that prevails be- 
tween the investments in generation and 
distribution. This relationship has ex- 
isted over many years and there is no 
evidence of any major change. During 
the war years we learned how to make 
better use of all of our plant capacity 
but it does not seem that this will result 
in any important change in the relative 
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DISTRIBUTION 








GENERATION 





Mr. Brosnan 


investments in different portions of the 
system. 


Relative Investments and Expenditures for 
One Representative System 

Fig. 1 shows, for one representative 
system, the relationship that exists be- 
tween the investments in generation, 
load-area distribution and the other 
parts of the system. Generation ac- 
counts for about one-third of the total 


investment and load area distribution is 
responsible for almost one-half of the 
total investment. The remainder of the 
investment is devoted to bulk power 
transmission and general items such as 
offices and shops. 

Load-area distribution as used in this 
presentation includes what is generally 
called subtransmission as well as the 
distribution substations and the distribu- 
tion circuits and equipment. It excludes 
the high-voltage transmission and the 
terminal stations which connect the 
high-voltage transmission to the sub- 
transmission system. These, together 
with the generating stations, are classi- 
fied as the bulk power system. 


Increase of Generation 


Fig. 2 shows, for one representative 
system, the plant items that are included 
in load-area distribution and the relative 
magnitude of the investment in each of 
these items. 

Fig. 3 shows, for one typical company, 
the relationship that has existed, during 
the past ten years, between the expendi- 
tures that have been made for the ex- 
pansion of generation, transmission and 
load-area distribution. In reviewing 
this chart, proper consideration must be 

























































































Fig. 1—Chart Showing General Relationship of 


Investment in Generation, Load-Area Distribution, 


Etc., For One Typical System 
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given to the lower purchasing power of 
our currency at the present time. The 
curves reflect the curtailed construction 
during the war years due to the shortage 


of materials. However, the main pur- 
pose of the chart is to illustrate the 
present emphasis on the increase of gen- 
eration. Data in the annual statistical 
issues of the Electrical World show a 
generally similar situation for the entire 
industry. 

The load growth that has occasioned 
the present rapid expansion in generat- 
ing capacity seems to be predominantly 
in the residential and commercial classi- 
fications. Such load increases require 
expansion of all of the items in the load- 
area distribution system. It is, there- 
fore, most probable that for every dollar 
invested in new generation there should 
be about $1.50 invested in the expansion 
of the load-area distribution systems. 
With the immediate need for generating 
capacity, the investment in distribution 
system expansion necessarily lags but the 
normal balance in the investment be- 
tween the two should be re-established 
over a short period of time. 


Attention Given to System Design 


When a company decides to install a 
new generating unit involving an esti- 
mated expenditure of let us say $12,- 
000,000, the management of that com- 
pany takes an active interest in each step 
of the design and construction of the 
unit. Capable engineering talent within 
the company is assigned to the project 
and this is often reinforced with consult- 
ing service. Careful study is given to 
such questions as to where the unit 
should be located, what its size should 
be, what is the proper balance between 
initial investment and estimated operat- 
ing costs and other items such as the 
provisions for safe and economical oper- 
ation of the unit. 

How many of us give the same atten- 
tion to the design of the load-area dis- 
tribution systems that will be installed 
to deliver the output of the new generat- 
ing unit to the ultimate customer? Do 
we appreciate that something in the 
order of $18,000,000 will be spent in 
the load areas in order to distribute the 
output of this $12,000,000-generating 
unit? That $18,000,000-investment will 
be made in small increments over 
a longer period of time. Probably 50 
per cent will go into poles, conductors, 
distribution transformers, services, me- 


ters and street lighting. In one typical 


company about 85 per cent of the work 
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big. 3—Curves Showing Relationship of Annual Expenditures for Ex- 
pansion of Generation, Transmission and Load-Area Distribution for a 


Typical Company (Figures for 1949 are Anticipated Expenditures) 


on these portions of the system is done 
on individual projects costing less than 
$1,000 each, and 95 per cent on projects 
costing less than $5,000 each. In other 
words, in that $18,000,000 expansion of 
load-area_ distribution, there will be 
something in the order of $7,000,000 to 
$8,000,000 invested through individual 
projects amounting to less than $1,000 
each. 

Obviously, the management of a com- 
pany cannot review each of these small 
projects to make sure that the proposed 
investment will become a part of a de- 
pendable, flexible and economical distri- 
bution system. However, they can make 
sure that the men who design these 
minor extensions are provided with a 
sound basic plan for system expansion 
and that they understand how the small 
individual projects are expected to fit 
into that general plan. They can also 





make sure that those men are provided 
with adequate guides for the proper de- 
sign of those individual projects. 


Need for Basic Plans 


In my opinion, there should be a basic 
plan for the development of the distri- 
bution system in each load area supplied 
by a company. The basic plan should 
recognize the probable trend of load 
growth and establish the fundamental 
development of the system to provide 
for this growth. The pattern should be 
flexible to accommodate unexpected 
changes in the trends and should provide 
for system expansion in rather small 
increments so as to avoid excessive in- 
vestment far in advance of load require- 
ments. It should guard at all stages of 
development the maintenance of propet 
balance between investment and operat- 
ing charges. It should establish for each 
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load area the quality of service for which 
the system should be designed in terms 
of limits of voltage drop and provisions 
for continuity of service. 

Perhaps these ideas might be clarified 
somewhat by a brief consideration of the 
basic development plan for one load 
area. The one that I have selected is 
the urban area of Buffalo, New York, 
which is an industrial city with a popu- 
lation of about 600,000 people. A new 
60-cycle system was built in that load 
area in 1930 to replace the 25-cycle, gen- 
eral distribution system. The basic plan 
for the new system provided radial sub- 
transmission circuits directly from the 
generating station to small, multi-unit 
automatic substations located through- 
out the area. The general spacing of the 
substations was worked out to establish 
the minimum annual costs taking into 
consideration both investment and oper- 
ating expenses. 

As load grew within the area a new 
supply was justified and was introduced 
at the other end of the area by the con- 
struction of a terminal station supplied 
by the high-voltage transmission system. 
The original 
that radiated from the generating station 
were sectionalized and portions trans- 
ferred to the new terminal station. 
With further growth of load it is antici- 
pated that another terminal station will 
be introduced between the generating 
station and the existing terminal station 
and the subtransmission 
again be subdivided. 

The basic plan for the area guides 
system changes such as those just de- 
scribed. It also establishes the routing 
of the subtransmission circuits and the 
location and size of the substations. It 


subtransmission circuits 


system will 


sets out the sections of the area where 
underground distribution should be de- 
veloped. It also determines the general 
arrangement of distribution feeders in- 
cluding the sectionalizing and emer- 
gency tie facilities. In brief it is the 
basic pattern for the development of the 
load-area distribution system. 

The example that I have given is for 
an urban area. It is often more im- 
portant to have basic plans for the rural 
load areas where the load density is less. 

Guides for Detailed Design 

The second item referred to pre- 
viously is the importance of a proper 
guide for detailed design and methods 
of construction. Most companies have 
such guides in the form of standard 
books. What I wish to emphasize is the 
importance that management should 
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place on having these standards care- 
fully prepared, properly kept up to date 
and thoroughly understood by the men 
who must use them. These books will 
govern the design for the largest invest- 
ments that will be made in a system. 
They should provide all the data re- 
quired to insure economic, safe and de- 
pendable design and construction. Such 
standard books seem to provide the most 
satisfactory results in those cases where 
engineering and operating departments 
have cooperated in their preparation and 
where company management has taken 
an active interest in the adequacy of the 
manuals and the educational work re- 
quired for their proper application. 
Importance of Basic Plans and 
Design Guides 

It would be interesting to show how 
the basic plans and the guides for de- 
tailed design should coordinate to direct 
the proper development of the distribu- 
tion system. It is of course impractic- 
able to do so in this short discussion. 
However, I am going to use the one 
item of system losses as an illustration. 

When a new generating unit is being 
designed, careful study is given to what 
increased investment can be justified to 
improve the efficiency of the unit. The 
management of the company is informed 
about the cost and advantages of higher 
temperatures, higher pressures, reheat, 
etc. These are studied on the basis of 
such factors as the anticipated loading 
of the unit and the probable cost of fuel 
and a pattern is made for the balanced 
design of the unit. It is much more 
difficult, but at least equally important, 
to achieve an efficient design for the dis- 
tribution system which will be 
structed in small increments 
period of years. 


con- 
over a 


I have had the opportunity to review 
measurements made about twenty years 
ago on a number of older tvpe distribu- 
tion svstems supplying residential and 
Thev show kilowatthour 
losses in excess of 20 per cent within the 
load area. In those systems. 20 per cent 
of the enersv delivered to the load area 
never reached the ultimate customer. 
The losses at peak load for those same 
systems were considerably higher and 
probably exceeded 25 per cent. 

If the output of the new $12,000,000 
generating unit, which is being used in 
this paper as a typical example, was to 
be delivered to the load through one of 
those older svstems, then $3,000.000 of 
the investment in that unit would be 
used to supply losses in the distribution 


rural areas. 
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system. ‘Twenty per cent of the fuel 
supplied to the boiler in the annual oper- 
ation of the generating unit would be 
similarly used. 

The past twenty years have witnessed 
great improvements in the design effh- 
ciency of distribution. It is safe to say 
that the losses in a modern load-area dis- 
tribution system are at least 25 per cent 
below the figures mentioned above. 
However, the losses in this portion of 
the system 
importance. 


are still an item of major 

I wonder how many know 
present distribution design 
comes to a proper economic balance? 


how close 


When we think of methods of reduc- 
ing distribution losses without excessive 
increase in investment, our first inclina- 
tion is to consider the basic plan for 
system expansion. It is obvious that 
much can be accomplished by bringing 
the subtransmission circuits close to the 
load by the use of small automatic sub- 
stations carefully located throughout the 
load area. Other companies have 
achieved the desired results by the use 
of higher distribution voltages. Such 
major design factors are of prime im- 
portance. However, we should stress 
with equal diligence the need for eco- 
nomic balance in the design of the small 
projects through which the distribution 
capacity is increased. 

The excessive losses of each poorly de- 
signed secondary require extra capacity 
in a distribution transformer, a distribu- 
tion feeder, a substation, a subtransmis- 
sion the “bulk 
Not only must the gen- 
erating plant provide the energy lost in 
that secondary, but also the added losses 
incurred in the delivery of those losses 
through the system. 


circuit as well as in 


power’ system. 


Performance Data For Distribution Feeders 


Some performance data for distribu- 
tion feeders was called to my attention 
recently. As an illustration, the load 
supplied by one of those feeders had in- 
creased rather rapidly but-was still with- 
in the safe capacity of the original con- 


ductors. The delivery voltage to the 
customers had been maintained within 
reasonably satisfactory limits by the 


addition of supplementary regulating 
equipment. However, the losses could 
have been reduced by about 30 kw and 
by about 45,000 kwhr per year at the 
substation by installing larger conduc- 
tors on a portion of the circuit. The 


cost of larger conductors would have 
been about $5,000, and these larger con- 
(Continued on page 249) 





Page 246 


EDISON ELECTRIC INSTITUTE BULLETIN 


Rate Trends and Problems 





By S. W. Andrews 


Rate Engineer, American Gas & Electric Service Corporation 


July, 1949 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


to 13 electric public utilities. This 

marked the end of the long period 
of electric utility rate reductions which 
started in the middle 1920’s. 

In 1948, there were 77 rate increase 
applications which were granted. In 
the first four months of 1949, there were 
31 rate increase applications granted. 
This makes a total of 121 rate applica- 
tions granted since the beginning of 
1947. There are 22 cases which are 
still pending. There was one case in 
1948 which was denied. There was one 
instance in 1948 and another in 1949 
where companies withdrew their appli- 
cations before their cases were heard. 

The total number of applications, for 
which I have just given you figures, 
amounts to 146. There were 115 com- 
panies involved. There have been a few 
cases where companies during this pe- 
riod applied for more than one rate in- 
crease, but the difference between the 
number of applications and the number 
of companies involved is due mostly to 
the fact that some companies operate in 
more than one state and applications are 
counted in different states separately. 

These 115 companies represent 43 per 
cent of the meters served by our industry. 
This does not mean that 43 per cent of 
the electric customers served have re- 
ceived increases, because many of the 
increases have affected only a part of the 
customers served by the 115 companies. 

The total money involved in these 
increases during this period amounts to 
about $78,000,000 granted, and about 
$22,000,000 where the cases are still 
pending, a total of approximately $100,- 
000,000. This is a large sum. Yet in 
a way it is modest, because it compares 
with about $80,000,000 of reductions 
made in the single year 1946. 


if 1947, rate increases were granted 


Rate Increases for Public Power 


The municipalities and other govern- 
mental agencies supplying electricity to 
the public have also felt the need for in- 
creased revenue. Over 250 increases 
were made effective in this field since 
1947, even though many had increased 
rates during 1944 to 1946, the period of 
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greatest rate reduction in the history of 
the private companies. We do not have 
figures as to the amount of these in- 
creases. 

The increases which have been grant- 
ed, and which have been applied for by 
the private utility industry, cover all 
sorts and kinds of adjustments. Among 
them are the following: fuel clauses, in- 
creases in minimum charge, elimination 
or reduction of prompt payment dis- 
counts, surcharges, and, of course, change 
in base rate charge, together with various 
combinations of these different types of 
adjustments. 


Fuel-Clause Adjustments 


The earlier increases, that ‘is, those 
made in 1947 and the first part of 1948, 
were very often fuel-clause adjustments. 
This was the period when fuel prices, 
particularly that of coal, were advancing 
rapidly. Many companies throughout 
the industry already had in effect fuel 
clauses applicable to their industrial rate 
schedules, but some did not. As the cost 
of fuel went up and had a major effect 
on the cost of operations, fuel clauses 
were extended to industrial schedules 


which did not have them. They were 
extended in a somewhat lesser degree to 
commercial rate schedules and in some 
cases to residential schedules. 





The 1949 EEI Rate Book shows 
that 162 companies out of the 200 listed 
in the book have fuel clauses. There 
are approximately 500 industrial power 
schedules with fuel clauses; there are 
about 150 commercial schedules with 
fuel clauses ; there are only 29 residential 
schedules with fuel clauses. 

The fact that fuel clauses were not 
extended more widely to the smaller 
customers is due in considerable measure 
to the attitude of regulatory commis- 
sions. Most commissions have for many 
years considered that fuel clauses were 
appropriate to industrial schedules 
where the unit cost of fuel is a large 
proportion of the average sales price of 
energy. 

On the other hand, while some regu- 
latory commissions have thought that 
fuel adjustment clauses were appropriate 
on all sales, other commissions have felt 
they were not particularly appropriate 
on sales to small customers, such as resi- 
dential, where the average rate is con- 
siderably higher than in _ industrial 
schedules, and where the cost of fuel per 
kilowatthour is a relatively small pro- 
portion of the average sales price. 


Base Rate Changes 


There were a number of cases where 
companies proposed fuel charges on rates 
applicable to small customers, only to 
find that the commissions, preferred a 
change in the base rate instead of the 
addition of a fuel charge. The one rate 
application which was denied was a case 
of this sort. The company proposed a 
fuel adjustment on small customers, in- 
cluding residential customers. The com- 
mission denied the application. In do 
ing so, however, it told the company that 
if it needed an increase it should come 
back with an application to increase the 
base rate. 

Where fuel clauses have been added to 
residential rate schedules, it is frequently 
the case that the clause does not apply 
to all of the customer’s consumption of 
energy—the first 100 kwhr, or the first 
200, or some other number of kilowatt- 
hours, being exempted. The result is 
that, even where companies do have fuel 
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clauses in residential rates, many of the 
small users are not affected at all. 
Beginning in the latter part of 1948 


and continuing to the present, the 
changes in rates have been, more and 
more, increases in base rates rather than 
the addition of fuel or other types of 
escalator clauses. There have been in 
general two kinds of changes. Some 
companies, after an examination of in- 
dividual rate schedules, have found that 
certain schedules, which had perhaps 
been in effect since before the war, were 
no longer appropriate to present-day 
operating costs and investments. They 
have then adjusted these rates and left 
their other rates alone. 

Examples of this are increases in in- 
dustrial rates where companies found 
that rates which met competitive condi- 
tions of several years ago with proper 
margins were no longer appropriate un- 
der present-day economy. There have 
been cases where industrial rates of a 
company have been changed without cor- 
responding changes in rates for other 
classes of service. 

Other examples have included in- 
creases in low follow-on rates for all 
classes of service, including residential, 
where companies have found that there 
was no longer a proper margin between 
the low follow-on rates and costs of pro- 
duction. Changes in follow-on rates 
have in some cases been made without 
corresponding changes in the _ initial 
charges in the rate schedule. 


Increases In Demand Charges 


Still other examples include increases 
in demand charges where companies have 
found that existing demand charges were 
no longer appropriate to present-day in- 
vestment costs in utility property. Such 
changes have in some instances been 
made without corresponding changes in 
enerry charges, perhaps because new 
high-cost generating capacity will have 
high efficiency and low operating costs. 

There has been, throughout the in- 
dustry, much analysis of rate schedules 
and much searching out of weak spots 
and much correction, to bring rate 
schedules in line with present-day condi- 
tions and to make certain that increased 
sales to all customers in all classifications 
will contribute to operating income as 
well as to gross revenues. Such analysis 
and such correction of individual rate 
schedules are at all times among the main 
jobs of the rate men in the industry, but 





they are of particular importance at 


times when economic conditions are 


changing as rapidly as they are at pres- 
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ent. I am sure that the rate men recog- 
nize this, that they will continue this 
sort of analysis, and that they will recom- 
mend this sort of correction where cor- 
rection may be necessary. 


Across-the-Board Rate Increases 


Contrasted with selective increases in 
certain rate schedules or parts of sched- 
ules is the second kind of change in base 
rates. There have been examples of 
across-the-board increases which have af- 
fected all customers in all classes to sub- 
stantially the same degree. Across-the- 
board increases have been made where 
companies have found their over-all 
earnings to be inadequate and where gen- 
eral increases have been necessary to put 
earnings on a secure basis. 

I have described some of these types 
and kinds of rate changes in some detail 
to show their variety. Rate problems 
and their solutions continue to be prob- 
lems of individual companies that vary 
from company to company. Some com- 
panies are more affected by changes in 
fuel costs than others, depending on their 
location, their proximity to sources of 
fuel, the kind of fuel which they use, 
and whether or not they have hydroelec- 
tric generation. 

Construction programs vary from 
company to company, which in turn af- 
fect needs for earnings and rates. And 
the rate problems of all companies are 
affected tremendously by what was done 
to their rates in the first year or two 
after the war. The year 1946 saw larger 
rate reductions than any year in the in- 
dustry’s history. Some companies which 
have sought increases in the past few 
months have said frankly that they found 
it mecessary to restore cuts in rates which 
were made a year or two before. 

Just as problems vary from company 
to company, so do procedures in seeking 
rate increases vary from jurisdiction to 
jurisdiction. In some jurisdictions, the 
laws and the commissions’ rules require 
that rates be considered on the basis of 
return on net investment—just bare 
original cost of plant less depreciation re- 
serve with some allowance for working 
capital, which is often reduced to a bare 
minimum. In other jurisdictions, the 
law specifies that the commission shall 
give weight to both original cost and 
present-day value. 

There is some variation in rates of 
return which commissions have allowed 
during the last two years. This is due, 
to some extent, to the different methods 
of determining rate base. The more 
weight that a commission gives to pres- 
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ent-day value in determining the rate 
base, the lower is the rate of return 
which has been granted. Conversely, the 
closer the rate base approaches the origi- 
nal cost concept, which results in a lower 
rate base figure than the fair value con- 
cept, the higher is the rate of return 
which is granted. 

Likewise, there is variation in other 
matters which traditionally have been 
considered to have an effect on rates, 
such as the whole problem of deprecia- 
tion, including methods of calculating 
rates at which depreciation reserves are 
to be accumulated, methods of relating 
book depreciation reserves to actual de- 
preciation of physical property, etc. In 
some jurisdictions there has been a trend 
towards determination of rates emphasiz- 
ing the concept of cost of service, with 
costs assigned to each class of service, if 
not to each rate schedule. 

Determination of rates almost solely 
on the basis of costs is difficult enough at 
a time when operating costs and invest- 
ment costs, with their attendant fixed 
charges, are relatively stable. It is many 
times more difficult to do this when costs 
are varying and the relationship between 
investment, fixed charges, and operating 
costs is likewise varying; and when the 
sales of service to different classifications 
are likewise changing one with respect 
to another. In many more jurisdictions, 
however, weight is given also to the other 
factors which enter into rate-making, 
such as value of service, competition, 
sales promotion, and public and cus- 
tomer relations. 


Only One Denial 


And yet, in spite of the variety of 
problems, the variety of procedures and 
the variety of solutions, the facts stand 
out clearly that, when the time came that 
rate increases were needed, they were 
secured almost 100 per cent. Our rec- 
ords show only one denial, and our rec- 
ords also show that the majority of in- 
creases granted were for the full amount 
requested. The increases, for the most 
part, were granted promptly. Of all 
the applications which were filed up to 
the end of 1948, about 100 in all, only 
4 are still pending. 

Perhaps the modest amount of in- 
creases requested has something to do 
with the good record of increases grant- 
ed. However, regardless of this, it seems 
to me from my talks with many of the 
rate men in the industry that over and 
over again the companies, by one method 
or another, have told a very practical 
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story that goes right to the fundamentals 
of our industry. 

The industry is engaged in an expan- 
sion program for the purpose of render- 
ing the type and kind of electric service 
which the public expects and demands. 
As an industry, we found that we came 
out of the war without proper margins 
in facilities to provide thoroughly good 
service because during the war, with 
material shortages, we could not provide 
all the facilities which thoroughly good 
service demanded. Since the war not 
only have costs of operation gone up— 
all the material which we buy, as well as 
labor rates which we pay—but the tre- 
mendous increases in demands for service 
have required the provision of additional 
facilities and are continuing to do so. 

These are fundamental facts of our in- 
dustry and I think there is no question 
but that they have been recognized by 
all the commissions and given full weight 
by them in their considerations of our 
problems. 


Financing Problems 


Another fundamental fact is that when 
the industry is in the midst of an expan- 
sion it is never able to finance entirely 
from its own resources. Now that we 
are in the midst of an extremely large ex- 
pansion program, the financing program 
is much larger and more pressing than 
it has been for many years. The in- 
dustry as a whole, and practically every 
company in it, must go to the investing 
public and sell securities of one form or 
another to finance the necessary con- 
struction program. “The companies must 
be able to sell securities or they cannot 
carry out the construction and, if they 
do not do this, service to the public will 
not be thoroughly good. I believe that 
all the commissions recognize the prob- 
lems of financing, and that they give full 
weight to this factor in their delibera- 
tions on rate matters. 

Under. present circumstances, the need 
for earnings in order to provide a fair 
return is a very real practical matter 
which is tested in the market every day. 
If investors will not buy new securities 
on the basis of satisfactory price and re- 
turn, it is crystal clear that the com- 
pany’s earnings are less than fair and 
the commissions, I am sure, give full 
weight to this in their deliberations on 
rate matters. 

There have been cases recently in 
which companies have gone to the com- 
missions and have said something like 
this: “Your rules require that we show 
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you what an original cost rate base 
amounts to—here it is. Your rules also 
require that we show you something 
about present-day values—here are pres- 
ent-day values. Your rules provide for 
different treatments of the subject of de- 
preciation—here are the different treat- 
ments of that. In order for us to carry 
on and finance our construction program, 
which is necessary to give thoroughly 
good service to the people in our com- 
munities, we need so many dollars of 
operating income; we now have only so 
many dollars; therefore, we need an in- 
crease of so many dollars.” 

Under present conditions for any par- 
ticular company there cannot be wide 
differences of opinion as to necessary 
earnings. Perhaps we have found a 
pragmatic solution, for the time being at 
least, of what constitutes a fair and ade- 
quate rate of return. I think it is main- 
ly on the basis of this story—what is 
necessary to give a fair and adequate re- 
turn attractive to investors, and the in- 
creases in operating costs—that the rate 
increases, which have been applied for in 
the last two have been 
granted. 


years or so, 
Where do we stand today? Do we 
have rate problems? If so, what are 
they? 

In 1948, Class A and B electric utili- 
ties had gross operating revenues of $4,- 
156,000,000 and operating income of 
$790,000,000. At the end of the year, 
they had electric plant account of $15,- 
550,000,000. If, as seems: likely, the 
plant account should be increased to 
$20,000,000,000 in the next three years, 
operating income would have to be in- 
creased to about $1,015,000,000 if it is 
to bear the same relationship to plant 
account that it did in 1948. 


Factors Determining Operating Income 


There are three major factors which 
One is op- 
erating expense, including depreciation 
accruals and taxes. The second is sales. 
The third is the price which is charged, 
or the rates. 

There is considerable evidence that 
many of the materials utility companies 
buy, which are used in the operations of 
the companies and so are accounted for 
in operating expense, have reached their 
peak prices and have perhaps started to 
decline. There are new generating units 
coming on the line which will have 
higher efficiencies than older units. Utili- 
ties and their managements are con- 
stantly studying and developing ways of 


determine operating income. 
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achieving more economical methods oj 
operation. 

These things, which tend to reduce 
operating expense, work in the direction 
of lower rates, just as they did in years 
gone by when the industry made its out. 
standing record of rate reductions year 
after year. , 

If sales programs can be carried out— 
and I think we are definitely at a point 
where we must sell as never before— 
which will bring about a better balance 
in sales as between the different classes 
of customers and which will bring about 
better load factors on our facilities, pro- 
vided always that the individual rate 
schedules are appropriate, such sales pro- 
grams will work in the direction of lower 
rates. 


Higher Fixed Charges 


On the other hand, the addition of 
new facilities at present, and probable 
future high prices, quite definitely works 
in the direction of higher rates because 
of higher fixed charges—depreciation, lo- 
cal taxes, necessary return. While much 
of the new construction is for the pur- 
pose of serving anticipated increase in 
loads, some of it is for the purpose of 
restoring proper margins of reserve in 
generating stations and in transmission 
and distribution systems. ‘To the extent 
that new facilities are for the purpose of 
restoring margins of reserve and are not 
accompanied by new revenues and ad- 
ditional income, they, of course, work 
very definitely in the direction of in- 
creased rates regardless of how costly 
they may be. 

Whether the forces working towards 
lower rates will outweigh the forces 
higher rates, or 
whether the reverse will hold true, or 
whether the two will balance each other, 
only time will tell. I do not mean that 
we should sit by and just wait to see 
what happens. The methods of more 
economical operation must be developed 
to the utmost. Likewise, the well-bal- 
anced sales programs must be carried 
out as effectively as possible. 

By taking these actions, the industry 
can increase the forces which work to- 
wards lower rates so that they will 
weigh heavier in the balance. However, 
since the rate problem is a company 
problem and not an industry problem, 
it is certain that the weights of the forces 
will be different in different companies 
and, hence, that the rate programs of dif- 
ferent companies will be different. | 
would be surprised indeed if the forces 
working for higher rates did not prevail 


working towards 
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in many instances, requiring more up- 
ward adjustments. 

The major factor which works for 
higher rates, that is the addition of sub- 
stantial new facilities at high prices, has 
a delayed effect. The full effect of this 
factor will not be felt until the new 
facilities are completed and placed in ser- 
vice. While commissions have generally 
given some consideration to uncompleted 
construction programs and to estimates 
of operating revenues and expenses for 
future periods, I doubt that there is a 
case where an increase has been granted 
on these factors alone. The commis- 
sions, I am certain, must always deal 
in major degree with facts already estab- 
lished—the amount of investment which 
has been made up to the date the appli- 
cation is filed, and operating revenues 
and operating incomes which have al- 
ready been realized over a period which 
has been completed. 

I think perhaps it is fortunate that 
the effect of new facilities in working to- 
wards higher rates is delayed. If the 
new facilities had had immediate effect 
on rates, as did increases in operating 
costs, rate increases would certainly have 
been much more substantial than they 
actually were. If we are to the point, 
as I believe we are, where operating costs 
can be lessened and where balanced sales 
promotion programs can be made effec- 
tive, | am sure that rate increases can 
be kept to a minimum. 


Pubiic and Customer Relations 

During the past year or two, many of 
the rate proceedings have been accom- 
panied by thoroughgoing public rela- 
tions and customer relations activities. 
Many companies have found it wise not 
only to make a convincing case before the 
commission which has jurisdiction, but, 
what is of equal importance, also to make 
a convincing case before the public which 
they serve. 

There have been numerous instances 
where, even in advance of the formal fil- 
ing of an application with the commis- 
sion, a company has gone to municipal 
officials, to newspapers, to trade asso- 
ciations, to chambers of commerce, as 
well as to many of the individual cus- 
tomers, and told its story. The record 
in some cases has been truly amazing, 
where out of thousands of customers in- 
volved protests have been non-existent or 
limited to just a handful. 

The companies, which have already 
increased their rates, have unquestion- 
ably been aided in securing public ac- 
ceptance of their actions by the fact that 
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Economic Distribution for Tomorrow’s Loads 


(Continued from page 245) 


ductors would have avoided some of the 
remedial measures for voltage control. 
This one loss item of 30 kw sounds in- 
significant but, when multiplied by the 
number of such cases that can develop 
with the growth of load in a large sys- 
tem, the total can be very important. 

I have spoken in some detail about 
losses simply as an illustration. There 
are many equally important items in dis- 
tribution design such as the supply of 
reactive current, methods of maintaining 
proper voltage, facilities for sectionaliz- 
ing and interconnecting and the numer- 
ous structural and mechanical problems. 
Much has been done on all of these dur- 
ing recent years but such items require 
continuous attention in a growing 
system. 


Management Guidance 


It is being predicted that the load 
supplied through our distribution sys- 
tems will double in a relatively short 
time. Some say this will happen in ten 
years, some say fifteen years, and the 
more conservative predict twenty years. 
While the systems are being expanded 


to accommodate this load growth, an 
appreciable part of the present plant 
will have to be replaced due to deterior- 
ation or obsolescence. If our present 
distribution are not entirely 
satisfactory, we have a wonderful oppor- 
tunity in the years just ahead to convert 
them to economic and dependable sys- 
tems. 

While the load is doubling we will 
invest at least as much in load-area dis- 
tribution as we will in all the rest of 
the system. It seems apparent therefore 
that the design for the expansion of the 
distribution system should be given care- 
ful guidance by management. Adequate 
qualified personnel should be assigned 
to this design and they should be given 
ample opportunity for the interchange 
of ideas with others in the same field. 
The most satisfactory methods for ac- 
complishing such interchange of ideas 
are through active participation by those 
men in the meetings of the Engineering 
Committees of the Edison Electric In- 
stitute and other technical organizations 
and through discussions with the manu- 
facturers of all kinds of electrical equip- 
ment. 


systems 





other prices were going up at the same 
time. As other prices start to decline, 
it is going to be more difficult, but just 
as important, to secure public under- 
standing and acceptance of rate increases 
which are still to come. 

As time goes on and further rate in- 
creases may be necessary, I am sure that 
it becomes increasingly important that 
we be able to satisfy both the commis- 
sions and the public that everything has 
been done to achieve economy and ef- 
ficiency in the conduct of our business 
and that rate increases which may be 
requested are a last resort. 

The problem of the rate men as I see 
it, company by company, is to watch 
closely the interplay of the factors work- 
ing towards higher rates and those work- 
ing towards lower rates and be prepared 
to act when and if circumstances re- 
quire. The rate man’s problem is also 
to check and recheck his individual rate 
schedules and see that they continue to 
be appropriate to our ever-changing 
conditions. In doing this he wants to 
be sure, of course, that each schedule is 
sufficient to cover costs, but he also 


wants to be sure that each schedule is 
best suited to promote the sale of addi- 
tional service. 


Much of the service which we sell is 
competitive. Industrial service, where 
we compete with a customer’s private 
generating plant; residential and com- 
mercial service, where every kilowatt- 
hour which goes into a heating or cool- 
application, competes with some 
other form of energy. Rates, to be ap- 
propriate, must recognize the competi- 
tive situations more than ever. We must 
be very careful to see that we do not un- 
wittingly price ourselves out of any of 
our markets. Rates can be an important 
tool in sales promotion programs. They 
should be designed so as to be as helpful 
as possible in our building up of the loads 
which we serve. 


ing 


Our major problems, if I interpret 
them correctly, are, first, to provide the 
public with thoroughly good service and, 
second, to secure adequate earnings or 
operating income so that the service can 
be provided. 

I am sure that all of us will agree that 
Wwe want to secure adequate earnings to 
the greatest possible extent through the 
medium of increased sales and decreased 
operating expenses, and to the smallest 
possible extent through the medium of 
increased rates. 
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Residential Rates for "Tomorrow’s Loads 


By L. R. Lefferson 


Manager, Rate Department, Ebasco Services Inc. 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


UBLIC utility rate structures 

should be such that a customer 

can ask for, and be permitted to 
take, any kind of standard service he 
wants, provided his operations do not 
interfere with the good service to others 
and, provided further, that he pays any 
extraordinary costs of supplying the ser- 
vice. 

This is a basic philosophy applying 
to all classes of service but, if there were 
a choice, it should apply first to resi- 
dential service. It is because of the resi- 
dential customer primarily, that we are 
granted franchises to occupy the streets 
with our service facilities. No other 
class is so wholly dependent upon our 
service. 

The American people want electrical 
living and the only practical way for 
the residence and other small-use cus- 
tomer to get it is through central sta- 
tion service. The larger customers 
might get it through isolated plants but 
to the residence there is no practical 
substitute. While the residential cus- 
tomer is dependent upon the public 
utility, so also is the financial stability 
of the public utility dependent to a 
major extent upon the residence classi- 
fication. 


Importance of Residential Market 


The residential group represents 82.4 
per cent of our customers, 21.2 per cent 
of total kwhr sales, and 35.5 per cent 
of total revenue. It is important not 
only by virtue of its large representa- 
tion in our total business. Its stability 
throughout‘ good times and bad gives 
it added significance. There has been 
scarcely a year in the industry’s recent 
history that this classification has not 
shown an increase over the previous 
year in customers served, kwhr sold, 
and revenue received. 


Moreover, in only one year, namely, 
1933, does the record show an average 
kwhr consumption per customer lower 
than the previous year and that was by 
only 1 kwhr. Over the past 20 years, 
the yearly consumption per customer has 
shown an average gain of 53 kwhr, with 
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the largest gains in the past 5 years. 
In each of the 3 years since the war 
the gain per customer has been 100 
kwhr, or more, with 1948 topping all 
previous gains with an average of 125 


kwhr. 


New Electrical Home Devices 


Since the last manufacturers 
have produced and promoted on a na- 
tional scale new devices and uses for 
electric service in the home which have 
aroused rate people to review the ade- 
quacy of present residential rate de- 
signs. Electrical Merchandising’s tabu- 
lation of appliances sold in 1941 lists 
32 items, exclusive of lamp bulbs and 
tubes and certain non-electrical devices. 
The 1948 tabulation contains 44 such 


items, or a gain since the war of 12 


war, 


now in use, which either did not exist 
at all or their sale was so small as to 
be ignored in the tabulation. Among the 
more important of these items are air 
dishwashers, 


conditioners, disposers, 


clothes dryers, television receivers and 
space heaters. 

Some of these new loads, high in in- 
dividual demand or large in aggregate 
load, threaten to add substantially to 
system peaks but operate at extremely 
load factors. With 
costs 60 to 100 per cent higher than 
they were, and with potential increases 


low construction 





in capacity of 50 per cent or more, there 
is ample justification for concern over 
the level of rates. 

Perhaps more than any other thing 
causing this concern is the concerted 
effort of certain manufacturers to pro- 
mote on a nationwide scale the use of 
electric radiant panels for space heating 
in the home. Electric heat has a real 
appeal to some prospective home owners. 
Manufacturers producing and promot- 
ing electric space heating equipment 
have grown in number from 52 in 1941 
to 91 in 1947, indicating to some extent 
the thinking outside the electric utility 
industry as to the potentials of electric 
space heating. 

Present rates are designed to fit an- 
ticipated residential loads falling within 
a fairly narrow pattern of loads and 
load factors. When a significant num- 
ber of residential customers begin to 
require capacities substantially beyond 
that pattern, it is time to take stock of 
the situation. There is today a strong 
indication that that time has arrived 
and that even now we may be at the 
crossroads in basic residential rate de- 
sign. Within the past year, a subcom- 
mittee of the Rate Research Committee 
has been appointed to appraise residen- 
tial rates in general and, in particular, 
to study the possible need for some form 
of demand charge applicable to loads of 
unusual capacity. 


Measured Demand Charges 


Today, approximately 40 companies 
have in their residential rates a demand 
element predicated upon measured de- 
mands. This charge applies to demands 
in excess of some predetermined amount 
varying between companies from about 
3 up to 15 kw. It is expressed either of 
two ways, namely, a fixed charge per 
kw or a pro-rata increase per kw in the 
number of kwhr in one or more blocks 
of the rate. 

Because there existed some question 
as to the practicability of using mea- 
sured demands in residential rates, the 
subcommittee decided as one of its first 
steps to conduct a survey among those 
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companies reporting such rates. The re- 
sponse was excellent with practically all 
companies cooperating. Almost without 
exception the replies showed that the 
demand feature is being strictly applied, 
at least to the limits possible with avail- 
able demand meters. Some companies 
admitted that a few customers may 
have escaped the demand provision ow- 
ing to demand meter shortage, but add- 
ed that this condition is now being cor- 
rected. 

As to when a demand meter is used, 
most companies answered that the cue 
is taken from monthly kwhr readings. 
When the consumption for several 
months exceeds some _ predetermined 
number, varying among companies but 
ranging from about 500 to 1500 kwhr, 
, demand meter is installed. If the 
registered demand exceeds the free 
amount, billings therefor start forth- 
with. If, on the other hand, the rela- 
tively high consumption results from 
high load factor use and the free de- 
mand is not exceeded during a reason- 
able test period, the demand meter is 
removed. 


Bill Distribution Data 


In a few cases where the information 
was readily available, companies sup- 
plied bill distribution data covering both 
actual measured demands and consump- 
tions. The sample is too small to be 
representative of the industry as a whole, 
but it is indicative of what might be 
expected. Individual demands were 
found as high as 98 kw and many ex- 
ceeded 10 kw. Load factors range 
from as low as 3 per cent up to 39 per 
cent. For one company having 158 cus- 
tomers with demands from 8 to 98 kw, 


| the over-all average annual load factor 


was found to approximate 20 per cent. 
Certainly such customers with these high 
demands and low load factors should 
not be served under simple block rates 
designed for the average residential cus- 
tomer. 

This company is collecting currently 
from these 158 customers slightly more 
than $9,000 annually from the demand 
provision alone—an average of almost 
$60.00 per customer. This should an- 
swer the question of .whether or not a 
company can afford to install demand 
meters on residential customers of un- 
usual magnitude. 

Up to the present time the demand 
Provision in no case applies to as many 
as one per cent of the total number of 
customers served. This, one might say, 
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is an insignificant percentage and too 
small to bother with. The answer is 
that rates to be sound must be designed 
for the future. Rate structures have 
value only as they develop and protect 
earnings. 

There is only one way to assure a 
continuing sound rate structure. That 
is through frequent review and analysis 
of results in the light of our best esti- 
mates of what is to come. Changing 
conditions must be foreseen as accurate- 
ly and as far in advance as practicable, 
and then should be translated promptly 
into the rate structure to meet those 
conditions when they arrive. It is far 
better to anticipate changing loads by 
the promulgation of adequate rates prior 
to the time customers are affected than 
to raise them later. 


Demand Provision for Farms 


This question of a demand provision 
of some kind in residential rates is even 
more important in serving the farm 
home than the urban home. Often- 
times, service on the farm starts out 
with residential characteristics but 
gradually grows into a commercial en- 
terprise. When this change is discov- 
ered, our rate application clauses tell 
us this customer should be reclassified 
as commercial. The result is usually a 
substantial increase in bill. How much 
better it would be if the residential rate 
anticipated such a change by the inclu- 
sion of a charge for demands of un- 
usual size. Under such circumstances 
the bill would increase gradually along 
with growth in the enterprise, and this 
is something the customer can under- 
stand. 

Some people may criticize the sug- 
gestion of a demand element in residen- 
tial rates on the grounds that it is a 
departure from the simple forms for 
which we have all been striving for so 
many years. Simplicity of rate form 
is an undeniably desirable objective but 
not to the extent of jeopardizing the 
financial integrity of the enterprise. 
Then, too, it should not be overlooked 
that adoption of the demand principle 
as presently applied still leaves the vast 
majority of customers on a simple block- 
rate form. Certainly it is not an insur- 
mountable task to sell the equity of the 
demand principle to the remaining few. 

Let us take a look for the moment at 
present rate forms for classes of service 
other than residential, and how they 
came into being. Almost without ex- 
ception they contain a demand element. 
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That was not true back over our his- 
tory. Present-day rates are the result 
of a gradual evolution. From the orig- 
inal flat rate this evolution proceeded 
through the straight-line energy rate, 
the step rate, the block rate, and then 
down to today’s almost universal use of 
the rate or rates embodying a demand 
element. 


To Meet Changing Conditions 


These changes did not just happen. 
They were planned that way to meet 
changing conditions and because cus- 
tomers as a whole, and companies, both 
were benefited. Without such changes 
to meet changing conditions, the electric 
utility industry could not have main- 
tained over the years its basic philosophy 
of supplying all types of customers with 
any kind of standard service needed or 
desired. The demand provisions helped 
to keep the charges for service in rea- 
sonable proximity to both cost of sup- 
ply and value of the service. 

There was a time when it was widely 
claimed that demand charges were un- 
popular and could not be sold even to 
large power customers. That claim has 
been proved to be erroneous. “Today 
demand charges are gradually creeping 
into rates for customers down to, and 
including, the small commercial. This 
could not have occurred without the 
principle being sound and the over-all 
effect being the accomplishment of the 
greatest good to the greatest number. 

Commercial rates with demand 
charges applying to loads as low as 5 
kw are fairly common today. Under 
such circumstances, it is scarcely con- 
sistent to serve residential customers 
with possibly several times that much 
load under rates having no demand ele- 
ment in any form. 


Diversity of Load 


Many of the new residential devices 
and uses undoubtedly have a high di- 
versity but this is probably not true of 
all. Unfortunately these devices are 
and the installations are so 
scattered, that dependable information 
is not yet available. For space heating 
it seems obvious that the diversity with- 
in the class is practically nil. Its maxi- 
mum use is naturally at times of coldest 
weather which occurs simultaneously 
throughout the service area of an indi- 
vidual system. 

Electric space heating, except in a 
few sections, is only in the beginning 
state and consequently has not as yet 


so new, 
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provoked widespread rate consideration. 
In the Pacific Northwest, it has grown 
with increasing popularity for several 
years. Existing rates in many cases were 
of the straight block type and excep- 
tionally low in general level. They did 
not contemplate the high demands and 
low load factors inherent with space 
heating. Consequently, a serious rate 
problem has developed and especially 
for those companies under state com- 
mission regulation. 


Municipal Distribution Systems 

Where there is no state regulation— 
as for example, with the municipal dis- 
tribution systems of Seattle, Washing- 
ton, and Eugene, Oregon—the charge 
applicable principally to the space-heat- 
ing portion of total consumption has 
been substantially increased—in Seattle, 
from 0.9 to 1.8 cents per kwhr, and in 
Eugene, from 1.0 to 1.6 cents. 

A few Northwest companies had the 
foresight some years ago to incorporate 
in their rates a demand charge applica- 
ble to extraordinary loads, some apply- 
ing only to homes equipped for electric 
space heating and some to any extraor- 
dinary demands by whatever caused. 
Even with these provisions, there is a 
grave doubt that the rates are com- 
pensatory. 

One outstanding rate authority from 
that section recently described the sit- 
uation as follows: 


“All of us in this area believe that residence 
service rate forms in general use in the Pacific 
Northwest, both by the larger private enter- 
prise utilities and public agencies, are not 
properly designed for application to the re- 
quirements of space-heating loads. The tail- 
end rates are too low and the demand 
charges, where they are used, are too low and 
start too late, generally on all demands in 
excess of 10 kw.” 


No Single Formula 

There is no single formula by which 
this problem of adequate rates for resi- 
dential loads of unusual size can be 
solved for all companies. Actually the 
problem itself differs as between com- 
panies and as between various sections 
of the country. It is a particularized 
problem for each individual company 
and situation. I can only urge that it is 
an important problem for a future that 
may be nearer than we think. 

What is a serious rate problem today 
for the Northwest could well be an 
acute problem for others tomorrow. 
Now is not too soon for all companies 
to be giving serious thought to what 
may be best for their individual situa- 
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C. A. Leland 


A. LELAND, president of Iowa 
e Power and Light Company, Des 
Moines, died suddenly on May 25 in 





Mr. LELAND 


tions, and putting their conclusions into 
action. It is easy to put off until to- 
morrow what 


but, 


done today 
often 
dificult to do that job when tomorrow 


should be 


in Our business, it is very 
comes though it could have been easy 
to do today. 

While I have stressed space heating 
as one of the new uses requiring possi- 
ble redesign of residence rates to meet 
future conditions, it is by no means the 
only riew use requiring attention. I 
have used space heating merely as an 
example. We need to know more than 
we do about the load characteristics of 
all new household devices, individually 
and composite. After all, it is the com- 
posite load of various combinations of 
devices and uses that affects our invest- 
ments and costs. The better our knowl- 
edge of these characteristics, the better 
will be our rate designs to fit the con- 
ditions demanded by the public as well 
as the economics of our business. 

Whenever a new device or a new use 
for our service comes into being, there 
is a tendency among some of us to single 
out that device or.use for individual rate 
treatment. often treatment 
results in rate complication, confusion 


Too such 
and claims of undue or unfair discrimi- 
nation. Being public utilities with an 
obligation to supply all comers, we can- 
not pick and choose the desirable loads 
and refuse service to the undesirable. 
Our should rates de- 
signed at compensatory levels for any 


objective be 


size of load, no matter how composed. 


that city following a heart attack. He 
was 61 years old. 

Mr. Leland had been president of the 
Iowa company since 1933. He went to 
Des Moines in 1927 from ‘Topeka, 
Kans., to become vice president and gep- 
eral manager of the Des Moines Electric 
Light Co. and Iowa Power and Light. 

Mr. Leland’s full name was Cyrus 
Austin Leland, although he was better 
known by either his initials or “Cy,” 
Born at Eldorado, Kans., he was gradu- 
ated in electrical engineering from the 
University of Kansas in 1910. 

His early experience was obtained with 
the Allis-Chalmers Manufacturing Co., 
United Portland Cement Co., and the 
Kansas City Terminal Railway Co. By 
1917, he was superintendent of the 
Atchison Railway, Light & Power Co, 
Atchison, Kans., to which company he 

(Continued on page 279) 


with all service supplied through a sin- 
gle meter of each kind needed. If we 
are smart, we will do that job now, 
before too many customers are affected. 
The American people have shown their 
determination to have electrical living. 
They are willing to pay whatever it 
costs, up to its reasonable value to them. 
What they don’t like is to be told, after 
their installations are made, that we 
overlooked some of our costs in pricing 
for the service and are now obliged to 
increase our rates. 

A story is told of a minor Soviet off- 
cial who, after several months’ tour of 
duty in the United States, was asked 
what impressions were. “Some 
things are really magnificent,” said the 
Russian thoughtfully, “but in other re- 
spects I am disappointed. The cities, for 
instance, are so poor in hygienic installa- 
tions. Now, in the Soviet Union, you 
would find a delousing station for public 
use in every large railroad station. Here, 
in the United States, I’ve never seen 
one.” 

What that Russian failed to under- 
stand is that here we attack troubles at 
the source and before they have oppor- 
tunity to become major difficulties. If 
we live up to that practice and do some- 
thing now in our rate designs to ade- 
quately provide for the foreseeable resi- 
dential loads of unusual magnitude, we 
will avoid the embarrassment of waking 
up some day face to face with the possi- 
ble necessitv of setting up “delousing” 
operations in our rate procedures. 


his 
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The Lawyer’s New ‘Tasks in Rate Proceedings 


By Paul W. McQuillen 


Partner, Sullivan & Cromwell 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 1, 1949 


WELCOME the opportunity to 
exhort the star players, here as- 
sembled, because it is you and 
not the lawyers who best can carry the 
ball in rate proceedings today. The 
lawyer must still be on the team, but 
not in the leading position he had in 
most of the important rate proceedings 
during the 20-odd years before 1946. 
This may sound to some of you like 
a change in legal point of view, but 
it is in fact only a recognition of the 
change in the nature of these cases that 
has taken place. As a matter of legal 
procedure the positions of the parties 
Those who were 
formerly defendants resisting attack 
find themselves to be plaintiffs urgently 


have been reversed. 


seeking relief. In consequence the func- 
tion of the lawyer for the privately 
owned electric public utilities has been 
radically affected although not quite 


reversed. 


The New Rate Proceeding 


Superficially it may seem that the 
three principal issues in any rate case 
are the same as they used to be and that 
the only big difference is the identity of 
the party asking for a quick decision. 
The first new task of the lawyer has 
been to look beneath the surface of the 
legal forms and behind the forms of old 
legal habits to find the real nature in 
these times of the interests he is called 
upon to advocate and of the interests of 
In so 
doing he has found a greater community 


| of interests than might have been im- 


| agined and has tried to avoid the old 
| type of rate proceeding as far as possible. 
A glance back at the old type of rate 

| case, though painful, will help to show 
| by contrast why a lawyer does not now 
assume the old leading part which was 
then forced upon him. It was too often 

evident when a case was started by a 
| commission in charge of rates or by a 
| complaining city or other public body 
that it would be fought to the limit and 

that the utility must expect to take or 
resist an appeal. Naturally the lawyer 
had the most to say about the record 
that was to be made when his client be- 
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lieved it would go to the courts for final 
The whole atmosphere was 
Public officials assumed 


decision. 
one of contest. 
that the interest of investors was a pri- 
vate interest and the interest of con- 
sumers was a public interest and that 
There 
seemed to be no doubt that there would 
always be plenty of surplus earnings 
and that the essence of all the problems 
was how to divide those earnings. 


the two were antagonistic. 


National Public Interest 


When the late war burst upon us, 
we woke with a start to the realization 
that, above the old concept of the in- 
terest of consumers, there was a national 
public interest vitally dependent upon 
the supply of electric power. That 
brought us back to the fundamental 
common denominator of the interests 
of all persons concerned in any rate case 
—the public service itself—the now cry- 
ing need to make sure that everyone will 
have or continue to have all the elec- 
tricity he needs. 

This is the first and the greatest of 
the interests we have to advocate for 
you and with vou. Since the war it has 
been the most urgent. It is also the 
primarv responsibility of the regulatory 
authorities and should be the considera- 
tion controlling the attitudes of local 
community officials. 

In the early days of regulation, its 


main purposes were better understood. 
True, even then, the headline-catching 
object of blocking private monopoly ex- 
ploitation of public resources was given 
the most publicity, but one of the great 
leaders in the movement for public con- 
trol, the elder LaFollette, was very con- 
scious of the fact that it was at least 
equally important for the utilities to 
become and remain strong, well able to 
do their job of giving good service and 
plenty of it. Survivors from those who 
worked with him say that he frequently 
reminded his supporters that regulation 
was meant to develop and safeguard the 
public service as well as the fairness of 
its cost. 


Common Problem 


Having found the original principle 
of rate regulation again brought to life 
by the surge of business after the war, 
it became the lawyer’s task to suggest 
procedures that would help the authori- 
ties controlling rates to recognize and 
apply it. Now that you are gaining in 
the race to keep ahead of customer de- 
mands, it is our task to see that the basic 
purpose of regulation, to enable a utility 
to give all the service demanded, is not 
forgotten or obscured in a maze of 
methods contrived in the past by people 
struggling against each other instead of 


struggling together to solve a common 
problem. 
At this point the lawyer passes the 


ball to you. The best way to help rate 
authorities realize that your problem is 
their problem too, is not to have a 
lawyer start a case or even to send a 
lawyer to speak for you, it is for you, 
the top management, to take the top 
officials into your confidence by per- 
sonal talks which let them know the 
substance of vour plans and the reasons 
for them. Try to pave the way for 
your organization to submit and discuss 
informally with the commission’s staff 
supporting data already prepared, and 
any other information that may be re- 
quested. This procedure affords a 
chance of real expedition. 

In most States the statutes permit a 
new rate to become effective at a speci- 








Page 254 


fied time in the absence of a complaint 
by interested parties or suspension or 
disapproval by the commission. Time 
after time in the past this method has 
been used for rate reductions but too 
seldom has it been allowed to work the 
other way. There are, however, recent 
important examples of its use, notably 
in Pennsylvania where the commission 
has allowed large increases to meet evi- 
dent needs without interposing the de- 
lay of formal proceedings. 

Your industrial and large commercial 
customers are not surprised that you 
have to raise the price of your product 
—they have been several jumps ahead 
of you. In fact, the cost of equipment 
and other goods you have to buy from 
those classes of customers of your own 
industry is partly responsible for your 
own move. Nevertheless, it is wise for 
you further to prepare the way by pre- 
liminary talks with outstanding custom- 
ers. If may also be prudent to tell your 
troubles and indicate your plans private- 
ly to elected officials of principal com- 
munities in your area. That depends 
so much, however, upon local conditions 
and experience that it is not possible 
to generalize about it. 

While you are engaged in the prep- 
aration for, and the conduct of prelim- 
inary discussions of the sort suggested. 
your lawyer should. of course, be work- 
ing with your staffs and with you in 
helping to select and express the ideas 
and organize the material in ways which 
will be legally sound and which may be 
followed consistently through any pro- 
ceedings that result. 


Formal Proceedings 


In spite of your best efforts to ob- 
tain a change in rates without any need 
for further legal services, you may be 
unsuccessful and may have to go 
through a formal proceeding. In that 
event, the preliminary discussions should 
have smoothed the way somewhat and 
may have resulted in outlining and sim- 
plifying the case to be presented and 
may also have contributed to a more 
sympathetic consideration. 

These remarks have dealt first with 
the general approach to the handling of 
your rate problems, because the outcome 
of any case may be greatly influenced by 
the way in which it is started and by 
the extent to which the compelling rea- 
sons for relief are made clear. 

The next step is to marshal your 
proofs. 

You do not have to look far to find 
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out why you have needed more revenues 
in the last two or three years and why 
many of you will need more and more 
still for a few years to come. You are 
not immune to inflation. Your operat- 
ing costs have gone up like those of 
everyone else and at the same time you 
have been called upon to finance an 
enormous expansion program, 

The place where inflation has hit first 
and most acutely is in operating ex- 
penses. Undoubtedly you start with 
statements of current revenues and com- 
parisons with those of the recent past 
and with estimates for the limited fu- 
ture that lies within the range of an 
intelligent forecast. Several points will 
be clear from any such comparison. One 
is the fact that utilities and commissions 
can no longer think in terms of only 
two principal classes of interested par- 
ties, consumers and investors. There is 
now a third important group to be 
weighed in the balance. The individuals 
engaged in performing the service have 
come to have so large a claim on reve- 
nues that any increase must be studied 
expressly to see whether it will provide 
fairly for the employees as a group as 
well as for investors and consumers. 


Looking Forward 


It will be clear from the face of any 
comparative statement for most steam 
electric operations that, while operat- 
ing revenues have been increasing. since 
the war, total expenses have been in- 
creasing at a rate which is closing the 
gap between the two. That is the most 
obvious and the most persuasive fact of 
all. It explains why there has been prac- 
tically no objection from the public at 
large to the recent in electric 
rates. Most important and less to be 
taken for granted right now, is the fore- 
cast of any expected further increases in 
operating costs. In that respect your 
situation is somewhat out of phase with 


raises 


the recent signs of lower prices. 


Explaining Your Forecasts 


Special care should be given to the 
explanation of your forecasts. They 
should be supported by your load stud- 
ies and the story of the surveys on which 
they rest. The need for, and nature of, 
new facilities to take care of the ex- 
pected loads should be summarized by 
vour engineers who should also be readv 
with all their detailed information. A 
description and explanation of contem- 
plated new financing and resultant ex- 
penses should be given with the fore- 
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casts of operations and your financial 
men should be ready to answer questions 
about that. Finally, any major indi. 
cated changes in other operating ex. 
penses should be explained and sup. 
ported by the departments directly con- 
cerned. 

Recent earnings should also be com. 
pared with past earnings over a con- 
siderable period in several ways and for 
several purposes. Attention should be 
directed to the upward course of operat- 
ing ratios and to the fact that manage. 
ment has limited power to cope with it. 

Industry-wide statistics compiled by 
the Federal Power Commission for 
privately-owned utilities, Classes A and 
B, show that in 1947 total electric op. 
erating revenues increased by about 
$405,000,000 over the preceding year 
but that in the same year electric utility 
operating income decreased so that it 
was $3,243,000 less than in 1946. This 
trend existed too long. There. was 2 
little change for the better in 1948 but 
not much. Total electric operating rev- 
enues were over $458,000,000 more 
than in 1947 but electric utility operat- 
ing income was up only $25,000,000. 
Reports of results this year indicate 
some further improvement, with a fair 
share of the credit going to the rate 
increases allowed at various times last 
year. 


Statistics of the Industry 


Industry-wide statistics may assist in 
judging individual claims but each util- 
ity must, of course, show how it alone 
is getting along. A quick look at one 
large company shows that in the last 
20 years gross earnings have more than 
doubled, plant has almost doubled and 
net income has gone down. In 1928, 
its gross earnings were over $52,000,000 
and in 1948 over $120,000,000. At 
the same time its plant went from 
$229,000,000 to $416,000,000, in 
round figures, and its net income avail- 
able for dividends and expansion went 
down from about $12,600.000 to about 
$10,400,000. How were the consumers 
and investors and employees faring over 
the same 20 years? In 1928, the aver: 
age revenue per kilowatthour was 2.34 
cents and in 1948 it was 1.86 cents, or 
a decrease of 21 per cent. The average 
wage per hour in 1928 was 81 cents and 
in 1948 was $1.69, an increase of 109 
per cent. The stockholders did not fart 
so well. In 1928 their earnings pet 
share were $2.81 and in 1948 the earn 
ings were $1.49 per share, a decrease 
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of 47 per cent. The amount of stock in 
1948 was 10 per cent more than it had 
been in 1928 but the capital of the com- 
pany was that much larger. There was 
no increment of earning on the addi- 
tional capital and the additional plant. 
As you may well imagine, that company 
has been granted a substantial rate in- 
crease. 


Earning Data 


No longer can it be assumed that 
private utilities are earning enough on 
their existing plants to attract new capi- 
tal for new plants without allowing 
them some fair increment of earnings 
upon the increment to plant. The earn- 
ings data to be submitted, whether in- 
formally or as exhibits, should include 
separate analyses showing the changing 
relationships between property and 
earnings by periods and amounts and 
percents so as to make clear the extent 
of the differences in increments as well 
as the aggregate effects. 

So far it has been assumed that util- 
ity books recording the dollars and cents 
received and spent or appropriated over 
any span of years, however long, will 
afford true statements of the incomes 
and of the costs of the properties. That 
is not peculiar to utilities. A like as- 
sumption has been made by business 
generally and is still made by account- 
ants and by governmental bodies and 
agencies, both State and Federal. When 
the dollar had more stability that was 
a fair assumption. But the paths of 
history are strewn with wreckage caused 
by debased and inflated currencies. It 
would be foolhardy for the members of 
this industry, and for the public authori- 
ties which prescribe its accounts, to ig- 
nore the possible consequences while the 
managements of free enterprises are 
racking their brains to find safeguards 
for their situations. 


Indirect Impact 


It is the concealed and cumulative 
effects of this condition with which I am 
concerned. The direct impact of the 
swollen costs of current operations can 
be met, if permitted, by raising the cur- 
rent price and collecting more of the 
current dollars in which the current 
costs are both incurred and paid. The 
indirect impact, i.e., the charge to cur- 
rent operations for the year’s share of 
the past cost of property being slowly 
consumed over many years, is not met by 
appropriating only the nominal amount 
of current dollars which would be re- 
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quired if they were the same as the 
dollars in which the cost was incurred. 
Do you suppose that anyone could fool 
a@ company Or a commission on the bor- 
der by paying an electric bill with an 
equal number of Mexican dollars? That 
is the same sort of disparity, though 
different in amount. 

Letting property go that way is liv- 
ing off capital. It can be done for a 
while, but not indefinitely. The same 
is true of the deficit financing in which 
a@ company must engage when the time 
comes to make up the extra cost of re- 
placement above full nominal deprecia- 
tion provided in shrunken dollars. Steam 
power plants, for example, cost about 
half again as much as they did a few 
years ago, after allowing for techno- 
logical advances. 

That extra cost to replace an old 
plant with the identical capacity calls for 
new capital and does not give new pro- 
duction. Can you increase the unit 
charge for output in the same propor- 
tion? How often can you repeat that 
process? Will the old stockholders be 
compelled to provide new deficit capital 
from old surplus? Will they be al- 
lowed to earn enough to do it? Will 
outsiders be willing to subscribe if it 
is not the policy to keep their capital 
intact ? 

I do not profess to have a ready-made 
answer for this perplexing problem. I 
realize that the amounts involved to 
date for this industry are probably not 
large in relation to other industries or 
in relation to the size of your plants. 
It is only the shortages faced on re- 
tirements since 1945 that seem to be 
significant. It may be difficult to ana- 
lyze your accounts to determine how 
much is involved and the basis on which 
any provision could be made and ad- 
justed to provide fairly for the progress 
from year to year. Nevertheless, it is 
essential to know a lot more about the 
facts before the puzzle can be solved. 


Depreciation Problems 


In many ways the questions are akin 
to the old and still troublesome ques- 
tions of ordinary depreciation. The es- 
timating of service lives and the re- 
estimating of remaining service lives is 
a continuous process and the amount 
of the appropriations to be made from 
year to year to recoup the historical cost 
has to be decided every year on the 
basis of the best information then avail- 
able. It might be possible to make close 
estimates of this new type of shortage 
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for the last three years and to budget it 
ahead about as well as other construc- 
tion costs. 

Perhaps an amendment of the tax 
laws will set the pattern. Perhaps the 
fact of excess replacement cost may be 
taken into account by commissions with- 
out specific provision. More likely, I 
am afraid, until it becomes more serious, 
it will be disregarded as just one more 
cost you can absorb with the inherent 
benefits of larger volume. This subject 
should be pursued whether or not a rate 
case is pending or in prospect. 

I have one caution. If any special 
charge or allowance is made it should 
be separately and carefully labeled so 
that it cannot be confused with the cost 
of expansion, none of which could prop- 
erly be charged to consumers. A sep- 
arate reserve for this special purpose 
would have the further advantage of re- 
ducing conflict or confusion with the 
rest of the accounts. 

The exposition so far discussed in- 
evitably will touch upon the other two 
principal issues—rate base and rate of 
return. If there is to be a formal pro- 
ceeding you should go further and fur- 
nish the commission with all the am- 
munition it needs to make the findings 
which courts are insisting upon as essen- 
tial for review. 


Methods of Finding Rate-Base 


Past practice in a given State may 
not leave much room for argument 
about the method to be used in finding 
a rate base. The statutes, however, and 
certainly the decisions of the United 
States Supreme Court, leave lots of lee- 
way in most cases for the commissions 
to exercise a wide discretion in deter- 
mining the method to be used in a 
particular case. It, therefore, seems 
prudent under present conditions to pre- 
pare and submit, in any jurisdiction 
where such evidence will be received, 
the best evidence of values of proper- 
ties available within the time that can 
be spared and in places where the theory 
of original cost is enshrined, the method 
of its application should be re-examined. 

Does it call for too much variation 
in rates of return for the same company 
at different times or between different 
companies at the same time? Leaving 
out any extra value flowing from the 
fact of devotion to the public service, 
was original cost originally taken to be 
the best evidence of value and the most 
reliable permanent measure of it? Is 
the original cost truly expressed when 
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it is not set forth in current dollars? 
Does it now serve the primary purpose 

i : :  % 
of regulation, to build a strong utility? 


Continuing Property Records 
For the purpose of gauging values 
more use is being made of means to 
measure the differences in price levels 
between different The 
closely such comparisons can be based 


times. more 
upon a company’s own records of costs 
the better they can be supported and the 
more secure they are against being re- 
jected as mere estimates. There are 
several indexes comm-n.y used by other 
branches of government and by busi- 
nessmen for many purposes. I believe 
that when commissions become genuine- 
ly concerned about values they will fol- 
low the lead of the Ohio Commission 
which, being obliged to find values, has 
found values from such evidence. 
Good continuing property records 
that go back for many years and similar 


Is ou 


records of wage costs, are the to 
need to construct your own index num- 
bers. If you cannot go the whole way 
you may be able to derive enough in- 
formation from own records to 
show whether an index prepared by the 
Bureau of Labor Statistics or other 


source is fairly in line with your own 


your 


experience. 

The construction and use of such an 
index and the testing of it are more 
matters of mathematics, 
knowledge and familiarity with the par- 
ticular property than they are matters 
of law, but the lawyer should work 
closely with the property engineer pre- 
paring that evidence so that a solid legal 
foundation may be laid for its accep- 
tance and so that its form and presen- 
tation may be designed to simplify the 
legal argument as far as the subject 
permits. 


engineering 


The Process of Rate-Making 


Unless a statute otherwise prescribes, 
fair value may be the end product of 
the process of rate making and not the 
starting point, as the Supreme Court 
has said, but even then the result must 
be a reasonable one. Moreover, as the 
courts of Wisconsin, New Hampshire, 
Massachusetts and Vermont have re- 
cently and emphatically held, the con- 
clusions about the rate base must be 
clearly stated and sufficient facts to 
support them must be found and set 
forth so that they can be reviewed by 
an independent judicial tribunal. 
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No matter how appealing the reasons 
may have been for the adoption of a 
particular rate base theory in the past, 
it is our task today to test it again by 
the practical results of its strict appli- 
cation on the old theoretical basis. If 
the result is incongruous, it is not sound. 
Unless the rate base is so established that 
it will confirm the confidence of past in- 
attract rather than 
Com- 


pany, it cannot be regarded as fair and 


vestors, and will 
repel future investment in the 
reasonable. It must be in harmony with 
the rate of return and it must be real- 
It must fairly represent under 
that 
tion of the entire assets of the commu- 


istic. 


existing business conditions por- 


nity which are set aside for the public 
service and which must be paid what 


they are worth for that purpose. 


New Property Investment 

In this connection large programs of 
rapid expansion call for special atten- 
tion in the computation of the rate base. 
This is not a question of value or pru- 
dence of investment. The actual new 
cost can be accepted under any theory 
and the pressing need for the invest- 
ment can readily be shown. The point 
that must be emphasized is the fact 
that new property is being built and is 
that 
the rate base, for which the new rates 
are to be established, will have been sub- 


going into service very fast and 


stantially enlarged by the new con- 
struction, 

In the past there has often been a too 
meticulous subtraction of every bit of 
construction. At the 


same time requested rates are tested by a 


property under 
forecast of future earnings. The error 
is exaggerated when such earnings are 
compared to an average of property in 
service during a past year. Instead of 
looking backward, one should look for- 
ward in determining what property is 
to be included in a rate base and there 
should be added to the old plant already 
in service a fair allowance for the new 
plant to be placed in service during the 
period for which new earnings are esti- 
mated and taken into account. 

In the long run there is no way to 
escape the consequences of discrimina- 
tion against capital used for public ser- 
The credit will go down and so 
will the standards of service. One root 
of all the difficulties about the rate base 
issue is the natural human tendency to 
simplify things and to try to find in 
some formula a safe refuge from the 
uncertainties of life which always per- 


vice. 
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s.st in spite of a formula and eventually 
force its revision. There- is no substi- 
tute for an informed judgment in this 


field. 


Rate of Return 
The same thing is true of the remain- 
ing issue, rate of return. In this case, 
moreover, the truth has been generally 
There is little argument 
over the legal principles governing the 
determination of a fair rate of return. 


recognized. 


The statements of courts and commis- 
sions, both state and federal, both old 
and new, are in substantial accord. |: 
is in the application of those principles 
to concrete cases that difficulties are en- 
countered, in both the preparation and 
the analysis of proofs. 

Too little space is given in most opin- 
ions to a statement of the reasons why 
the evidence leads to the conclusion that 
the rate of return allowed has been 
found to be a fair one. Sometimes one 
might suspect that the rate of return 
resulting from a comparison of the ad- 
justed earnings with the computed rate 
base has been held to be fair in order 
to support the rest of the decision. 

Sometimes it seems to be influenced 
by a desire for consistency with other 
decisions in the same jurisdiction. Some- 
times the result seems to be at variance 
For ex- 
ample, in one recent decision now being 
appealed (in Mass.) it appeared from 
the statement of facts that the com- 
pany’s stock had been selling from 15 


with the evidence in the case. 


per cent to 20 per cent below par for 
several months while an emergency in- 
crease had been in effect and that the 
indicated the need for some 
further increase to restore the company’s 
credit, the difference in testimony being 
confined to questions as to what types 
and proportions of securities were de- 
sirable and as to what would be needed 
to support them. 


evidence 


Test in the Open Market 


The opinion gave elaborate tables of 
financial records and comparisons, but 
concluded, contrary to the testimony 
by a banker, an economist, an institu- 
tional investor and an investment ad- 
viser, that earnings enough for a 6 per 
cent dividend and a very slight addition 
to surplus would maintain the stock at 
par or better in normal times and would 
give a fair rate of return at the present 
time. It allowed a permanent increase in 
place of, and about equal to, the emer- 

(Continued on page 276) 
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The Industry’s Part in the Financing Program 


By Harold H. Scaff 


Vice President, Ebasco Services Inc. 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 2, 1949 


HE Industry’s financing program 

has been the subject of active dis- 

cussion for more than a year and 
its relative importance has increased, 
rather than diminished, during that pe- 
riod. 

The expansion program requiring this 
heavy financing is as vast an undertak- 
ing as ever confronted the electric in- 
dustry. A survey conducted several 
months ago by the Electrical World 
shows that the industry plans to spend 
approximately $8.7 billion during the 
five-year period ending 1953, which 
compares with an estimate made a year 
or so ago of $6 billion for the four-year 
period ending 1951. These figures alone 
demonstrate that the financing has be- 
come increasingly vital to the industry. 

The Electrical World survey shows 
the sources from which it is expected 
that the funds must come and the 
amounts required for each of the five 
vears. 


Capital Sources Survey 


The information is as follows: 








1949 1950 1951 1952 1953 
—in millions of dollars-———— 
Total $2,050 $1,830 $1,620 $1,630 $1,560 
Debt 820 732 648 652 624 
Preferred 205 183 162 163 156 
Common 410 366 324 326 312 
Cash 615 549 486 489 468 





To date, debt money is being ob- 
tained in amounts sufficient to meet the 
requirements, and generally at reacon- 
able rates. This part of the financing 
program does not appear likely to pre- 
sent any problem to utility companies. 

Based on recent past experience, how- 
ever, the same cannot be said for that 
part of the program involving equitv 
The tabulation I have re- 
ferred to shows that the industry will 
require $615 million from preferred and 
common stock financing during 1949. 


financing. 


One indication that this is going to 
be difficult to accomplish is that for the 
vear 1948 electric utility companies ob- 
tained only $288 million in new money 
from preferred and common stock fi- 
While the first quarter of 


nancing. 
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1949 shows some improvement, indicat- 
ing an annual rate of about $340 mil- 
lion, the current rate is still short of 
the indicated requirement of $615 mil- 
lion for 1949. 

The problem of raising equity money 
is not new, it has been with us for two 
years or longer and has resulted in the 
sale of debt securities in proportions 
greater than the proportion in their ex- 
isting capital structures. For instance, 
in 1947, debt securities were about 60 
per cent of all securities sold by electric 
utility companies to obtain new capital, 
including surplus plowed back into the 
business. In 1948, the figure was around 
69 per cent. 


Preponderance of Debt 


To date, the preponderance of debt 
has not affected, in any important de- 
gree, the sound capitalization of the in- 
dustry. At the end of 1948, the indus- 
try’s total long-term debt only 
about 49.1 per cent of total capitaliza- 
tion, as compared to 46.1 per cent at the 
end of 1946; and common stock and 


was 


surplus 37.0 per cent against 38.4 per 


cent. It is essential, however, that 
equity financing continue in heavy vol- 
ume if the industry’s present extremely 
sound position is to be maintained. 

On this point, Hon. Edmond M. Han- 
rahan, Chairman, Securities and Ex- 


change Commission, had this to say in 
an address before the American Gas As- 
sociation at Atlantic City, N. J., on 
October 5, 1948: 

“However, I am not betraying any secrets 
when I say that we at The Securities and 
Exchange Commission are disturbed by the 
fact that many utility corporations, electric 
as well as gas, and indeed, many corpora- 
tions in other lines of activities, have, since 
1945, relied so heavily on debt financing to 
meet their expanding capital requirements.” 

This is another factor that makes the 
financing program more important to- 
day than it was a year or so ago. The 
industry now faces generally the neces- 
sity of resorting to equity financing for 
a somewhat larger share of its new capi- 
tal requirements than during the past 
two years. 


High Cost of Equity Capital 

The high cost of equity capital over 
the past couple of years has been the 
dominating factor influencing companies 
to decide on the debt route to obtain 
most of their new capital requirements. 
This decision can be readily understood 
if consideration is given to the desire of 
companies generally to keep the cost of 
capital as low as possible. 

A study prepared recently by my or- 
ganization, showing quarterly earnings 
price ratios on common stocks of 8 high- 
grade electric operating companies, in- 
dicates that the cost of such money has 
gone up from a low in March, 1946, of 
4.78 to 6.84 per cent in March, 1949. 
This represents an increase of almost 
43 per cent in a period of three years, 
and as can be appreciated, throws a 
heavy burden on these companies. 

A number of factors account for the 
increase in the cost of equity money. 
Among them are, apprehension on the 
part of the investor about the impact of 
the industry expansion program on the 
earnings of the companies, government 
competition, regulatory commission atti- 
tude toward rates, increasing operating 
costs, the effect of competitive bidding 
on the industry’s ability to market equity 
securities satisfactorily, and high taxes. 

Largely because of these conditions, 
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the electric industry, through Edison 
Electric Institute, created about a year 
ago a committee to function jointly with 
the American Gas Association to study 
and report to the membership of both 
associations on the subject of ‘‘Financ- 
ing Utility Capital Requirements.” I 
had the privilege of being selected as 
Co-Chairman to work with Mr. E. W. 
Morehouse, chosen to represent the 
American Gas Association. 

The objective of the committee was 
the preparation of a report that would 
contain recommendations and sugges- 
tions to individual member companies 
that would help to facilitate the success- 
ful financing of their expansion pro- 
grams. This was to be done by build- 
ing up investor confidence in electric 
and gas securities, thus providing a ready 
market for such securities at the best 
possible price. 

After considerable study and discus- 
sion among the members of the joint 
committee, and contact with several 
groups outside the two industries, it was 
concluded that the over-all problem 
should be divided into six parts for com- 
mittee study and reporting. The six 
subjects are: 

Information Programs 

Relations with Investors, Underwrit- 

ers and Dealers 

Earnings Needed and Allowed 

The Effect of Competitive Bidding 

on Utility Financing 

Characteristics of Securities 

Impact of Federal Taxation on Util- 

ity Financing 

I want to review briefly these sub- 
jects, because of their particular inter- 
est to the electric utility industry, and 
to tell you a little about the conclusions 
of the committee as to each of them. 


Information Programs 


There is no subject of more vital con- 
cern to the industry in connection with 
its financing program than the neces- 
sity for better industry and company 
information programs. I want to cite 
an actual experience of the electric in- 
dustry to show how harmful an inade- 
quate information program can be. 

Shortly after the industry announced 
its $6 billion expansion program early 
in 1947, utility stocks went into a de- 
cline which continued for almost a year. 
This decline was contrary to market ac- 
tion generally and in my opinion re- 
sulted largely from the misunderstand- 
ings that arose as to the impact of the 
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expansion program on earnings. I am 
sure you will recall the numerous arti- 
cles that were written about that time 
on the subject that helped to make mat- 
ters worse. 

It was not until much of this fear 
had been dispelled by pointing out the 
many benefits that were going to result 
from the expansion that utility stocks 
started to regain the ground they lost 
during that period. Had the industry 
taken the time and the initiative to put 
out a full statement explaining the ef- 
fect of the expansion program, the in- 
dustry would not have received the bad 
publicity it got, nor would stocks have 
declined contrary to the general market 
trend. 

A great many utilities feel that if 
they do a good job locally in explaining 
their situation to the investing public, 
they have done their share. Unfortu- 
nately that is not so. 


“Fuzzy” Distinctions Between Companies 


The hard facts are that the public 
considers the utility business as an in- 
dustry. Opinion surveys show that 
most people are very “fuzzy” about dis- 
tinctions between various companies. 
Adverse situations affecting one com- 
pany tend to harm others in the business. 

This is not all in the minds of the in- 
vestors, either; a bad situation does af- 
fect others as well as the company ex- 
periencing it. But the utility business 
does not as a rule, act, think, or talk 
as an industry. If it is to cope with the 
situation which now confronts it, it can- 
not continue on its present individualis- 
tic course. An information program on 
the national level is an urgent need. 

I understand that a movement has 
been started within the industry to fill 
this urgent need. Substantial progress 
has already been made; a number of 
companies are now participating, and 
the program is a going concern. But it 
cannot be a complete success unless it 
has the support of the entire industry. 
By support I not only mean subscribing 
to it; that is necessary of course. But 
that alone will not be enough. The 
leaders of our industry—our top men 
—must take off their coats and work 
at the job of selling the utilities as an 
industry, to the people of the United 
States. 


The program also should be carried 
out on the regional and the grass roots’ 
local levels. 

Greater use should be made of news- 
publications, 


papers, financial trade 
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magazines and similar sources that reach 
the potential investor, as well as pres- 
ent investors. It is essential to keep 
those who can help fully and currently 
informed on all aspects of the industry’s 
business. 


Relations with Investors, Underwriters, and 
Security Dealers 


A large number of electric and gas 
utilities have been confronted recently 
with the new experience of maintaining 
relations with investors, underwriters, 
and dealers. These relations were for- 
merly of little or no concern to execu- 
tives of those companies because holding 
companies largely assumed responsibil- 
ity for the equity financing of their op- 
erating subsidiaries. 

Now, companies only recently di- 
vested from holding company control, 
together with most other electric and 
gas utilities, are confronted with the 
problem of raising substantial amounts 
of money for new construction. Good 
relations with investors, underwriters, 
and dealers are of paramount impor- 
tance to the successful completion of 
these financing programs. 

Good investor relations do not just 
happen, they have to be achieved. Once 
attained, they must be maintained by 
unremitting attention. They are the 
means of instilling confidence among 
investor groups that the utility is a 
good investment risk. 

Investors fall generally into two 
broad groups, one consisting of institu- 
tional investors and the other individual 
and other investors. 

The institutional investor group, gen- 
erally, is made up of those who make 
investments their business, and who pur- 
chase securities on a large scale. In this 
category are insurance companies, in- 
vestment trusts, banks, and trust com- 
panies, investment companies and simi- 
lar institutions. Generally, those inves- 
tors rely on their own staffs, the finan- 
cial and statistical services, or retained 
consultants to supply them with detailed 
data on a company in whose securities 
they may be interested. 

The individual investor group is made 
up of people of all walks of life and 
interests. For the most part, their pur- 
chases of securities are limited to rela- 
tively small amounts. For many com- 
panies, they are largely company cus- 
tomers, emplovees, and residents of the 
area served. Their views on the com- 
pany and their actions in regard to it, 
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can therefore have an immediate and 
important bearing on the company’s 
affairs. 

The single most important medium 
available for informing all investor 
groups about a company is the annual 
report to stockholders. It is the medi- 
um where the company can report fully 
on its contribution to the economy of 
the area it serves and can address its 
employees and customers. It is the place 
where management can and should pre- 
sent its case in a fashion that will at- 
tract readers. 

The annual report should be based 
on a statistical and financial review of 
the company’s affairs, without being an 
entirely statistical and financial presen- 
tation. Information in it should be com- 
prehensive, significant, up to date and 
consistent. 

Interim reports should be sent to 
stockholders to keep current the impor- 
tant financial and operating data in the 
annual report. These interim reports 
are most necessary for security analysts 
and investment bankers. 

Financial and statistical agencies send 
out their own questionnaires for filling 
in by utilities. It is definitely in the 
company’s interest to furnish the infor- 
mation required. 

Rating agencies play an important 
role in the cost of money to the utility. 
An informational brochure can be util- 
ized to supplement the annual report in 
times of financing. This special report 
can be used to acquaint those agencies, 
as well as investment bankers, with op- 
erating and financial data which may 
be beyond the practical scope of either 
the annual report or the registration 
statement. 

Another special report is what might 
be called the “picture book.” Its pur- 
pose is to publicize and interest people 
in the company by illustrating its prop- 
erties and territory. Movies and slides 
are also used for that purpose. 


Investor Relations Meetings 
Meetings should play a very impor- 
tant part in investor relations programs. 
Some of the groups with whom meet- 
ings are desirable are commercial bank- 


ers, investment bankers, institutional 
investors, investment counselors, finan- 
cial and statistical agencies, security 


dealers and brokers, and the financial 
press. 

The maintenance of good relations 
with bankers, underwriters, and secur- 
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ity dealers is of utmost importance to 
the successful financing of the utility 
expansion program. It is essential that 
this group be well informed on the in- 
vestment quality of utility securities. 
Many checks have shown that a large 
proportion of individual security hold- 
ers purchased the particular securities 
that they own on the recommendation 
of either (1) their commercial banker, 
(2) a security dealer, or (3) on the 
advice of someone who was acting on 
the advice of one or the other of the 
first two. 

Each company should analyze its own 
list of security owners to learn where it 
is already favorably known, and to 
gauge how broad a market it is desirable 
or feasible to reach in order to raise the 
funds required. A program of banker 
and dealer contacts that will be broad 
enough to accomplish the desired re- 
sults only then can be outlined satis- 
factorily. 

The most effective method of keeping 
bankers and dealers informed is by per- 
sonal contact. A thorough, continuing 
and effective job can be done best by 
assigning this task as the principal duty 
of one of the officers of the company. 


Earnings Needed and Allowed 


Adequate earnings are a prerequisite 
to successful equity financing. This is 
the reason why the determination of 
requisite and allowable earnings is so 
important to the electric industry. The 
ability to obtain new money from com- 
mon stock financing in amounts ade- 
quate to meet the requirements of the 
industry, requires earnings at a level 
that will support the new equities at 
least as well as outstanding shares. 

One thing that should be done as far 
as earnings are concerned js to place 
utility stocks on a better competitive 
basis as compared to industrial stocks. 
On an industry-wide basis, only a rela- 
tively small percentage increase in reve- 
nue would be required to improve the 
approximate 25 per cent price disadvan- 
tage of utility common stocks compared 
to industrial stocks at currently de- 
manded dividend or earning yields. 

Regulatory bodies that are not al- 
ready cooperating can help the earnings 
picture by bringing their ideas more 
closely in line with current conditions, 
by abandoning rigid adherence to theo- 
retical rate-base and rate-of-return the- 
ories, and recognizing rate bases and 
rates of return that will yield earnings 
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sufficient to attract capital now and in 
the future. They should re-examine their 
methods and principles to give more 
recognition to the fact that rates are 
fixed for the future and not for the past. 

This would mean giving more weight 
to anticipated plant investments, as well 
as required earnings. In fact, this has 
recently been done in the case of some 
companies such as Northern States Pow- 
er Company by the Wisconsin Commis- 
sion. 

Procedures should be simplified and 
proceedings expedited by using the con- 
ference method wherever statutes or 
other conditions permit. After all, the 
problems incident to financing the ex- 
pansion programs are economic and busi- 
ness problems; they are neither legal nor 
political. Speeding up the regulatory 
processes will aid greatly in making it 
possible for companies to “catch the 
market.” 

Regulatory bodies and utility com- 
panies should cooperate closely in sched- 
uling the consummation of divestment 
orders and security-issue authorizations 
so as to avoid “glutting the market.” 


Effect of Competitive Bidding on Utility 
Financing 

It appears that Rule U-50 and Com- 
petitive Bidding are generally adapted 
to high- and medium-grade utility bonds. 
On investment grade bond issues of me- 
dium size ($10,000,000 to $35,000,- 
000), where no special factors compli- 
cate the situation and require special 
sales efforts, competitive bidding has 
been satisfactory. 

On lower grade bonds, the experience 
under competitive bidding has been very 
limited. There is a general belief, how- 
ever, that where special circumstances 
(such as a lower-than-investment grade 
rating, or temporary low earning power 
due to special circumstances) affect an 
issue, a negotiated sale or a private sale 
is more advantageous, even as to price. 
This is due to the fact that an under- 
writer can afford to spend a substantial 
amount of time and work on an issue, 
if he is sure of his commission, whereas 
if he is only one of four or five bidding 
on an issue, he cannot afford to do an 
“individualized selling” job to get the 
best price for the issuer. 

As regards preferred and common 
stocks, the comparatively weak market 
in these issues since mid-1946, particu- 
larly in the medium and lower grades, 
has made competitive bidding unsatis- 
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factory to the banker, the investor, and 
the issuing company. The need for in- 
dividualized selling and the great im- 
portance of timing resulted in substan- 
tially greater amounts of both preferred 
and common issues being sold during 
1947 and 1948 under negotiated place- 
ment, than under competitive bidding. 

In view of current market conditions 

and the importance of obtaining pre- 
ferred and common stock financing with 
as little hindrance as possible, the com- 
mittee makes the following recommen- 
dations: 

That the Securities and 
Commission temporarily suspend 
the applicability of Rule U-50 to 
sales of electric and gas utility pre- 
ferred and common 
adopt a new rule providing that 
such sales may be made by any 
method, providing that the Com- 
mission retains 


Exchange 


stocks and 


jurisdiction over 
the reasonableness of prices and 
spreads. The suspension should be 
made permanent if, after a trial 
period of two years, the new pro- 
cedure is found satisfactory. It 
could be revoked at any time if 
the Commission found there was a 
return to conditions which it de- 
termined were unsatisfactory. 

That the Securities and 
Commission increase the exemption 
from competitive bidding on debt 
transactions to $3,000,000 in anv 
one calendar year, from the pres- 


ent level of $1.000,000. 


Exchange 


Characteristics of Securities 

Because of the increasing number of 
special features being injected into the 
securities under a financing plan, it 
seemed desirable to study and report on 
the characteristics of securities. 

Mortgage bonds have established fair- 
lv definite patterns with respect to sink- 
ing funds, maintenance and_replace- 
ment funds, dividend restrictions and 
certain other features. 

The number of debenture issues have 
been too few to establish any particular 
pattern, and the indentures under which 
they are issued are hand-tailored to meet 
the problems of the particular compa- 
nies involved. Generally, 
sinking funds are required, the inden- 
tures contain more restrictive provi- 
sions, and interest rates are higher than 
rates for first mortgage bonds. 

Convertible debentures have been 
used to some extent in financing pro- 


substantia! 
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Indiana Electric Association’s Ninth Annual Young Men’s 
Utility Conference 


(Continued from page 236) 
from taxation as one of the greatest 
dangers of public power. 

Concluding the first session, J. Cal- 
vin Hill, division manager, Indiana & 
Michigan Electric Co., reviewed the 
“Opportunities in the Electric Indus- 
try.” 

The “Functions of Company De- 
partments,” a speech delivered by Mar- 
Indiana Gas & 
Electric Co., started off the next ses- 


vin Evans, Southern 


sion on the morning of May 3. 
Stressing the need for recognizing the 
human element in safety programs, 
Ralph Young, Public Service Company 
of Indiana, Inc., spoke next on “De- 


mocracy in Safety.” There followed an 


address by Dr. G. Edward Pendray, 
public relations consultant, 
Gas & Electric Service Corp. 

J. H. Smale concluded the session 
with a discussion of the “Responsibility 
of Young Men in the Electric Power 
Business.” 


American 


Following a luncheon at Ipalco Hall, 
A. J. Stilwell, vice president, Conti- 
nental Illinois National Bank and Trust 
Co., began the final session with Frank 
Bush, Public Service Co. of Indiana, 
Inc., presiding, by describing “Economic 
Conditions Now and Then.” Bringing 
the conference to a close, R. J. Kryter, 
treasurer and sales manager, Esterline- 
Angus Co., then outlined many of the 
new uses now possible for atomic energy. 





grams, Depending on the conversion 
features, interest rates compare favor- 
ably with rates of first mortgage bonds. 
They are generally offered to common 
stockholders and the subscription record 
has been extremely high. 

Frequently, common stocks of utilities 
have been offered to stockholders at a 
price below current market before it is 
offered to the public. This enables the 
stockholder to maintain his proportion- 
ate equity in the enterprise. In most in- 
stances the offering price was within 20 
per cent of the current market price. 
During the offering period there were 
no substantial variations in the price 
of the stock, and the price at the close 
of the offering period did not vary sub- 
stantially from the price one week be- 
fore the offering period. 


Impact of Federal Taxation on Utility 
Financing 

Federal taxation has had a substantial 
effect on the financing programs of util- 
ity companies. The decline in the ability 
of the high-income groups to save, re- 
sulting from the tremendous increase in 
personal income taxes, has had an im- 
portant influence in restricting the sale 
of corporate equities. 

Another effect of these heavy taxes 
has been to shift investment preference 
to tax-exampt state bonds. For a single 
person with an income of over $60,000, 
there is no difference in yields between 
New York State tax-exempt bonds and 
an average common stock investment 
vielding 6.4 per cent before taxes. 


Two substantial 
amount of savings from the middle- 


income group went into equities, where- 


decades ago a 


as this group now seeks security in addi- 
tional insurance, pension plans and the 
like. These moneys are channeled into 
institutional hands which are generall; 
limited to investment in debt and to a 
small amount of preferred. These limi- 
tations combine to result in a shortage 
of equity capital. 

Tax relief for utilities would un- 
doubtedly help to induce utility equity 
investment. For example, one of the 
obvious forms of special relief might be 
the repeal of the federal electrical en- 
ergy tax, which is generally recognized 
as discriminatory against privately owned 
electric utilities and excessively expen- 
sive to administer. Tax relief for indi- 
viduals also would help utility equity 
investment. 

In conclusion I want to point out that 
the committee that was charged with 
the responsibility of studying the sub- 
ject of financing utility capital require- 
ments has completed its work and the 
report is about ready for printing. The 
matter is now in the hands of the elec- 
tric utility industry, as well as the indi- 
electric utility companies, to 
carry out the suggestions made by the 
committee. 


vidual 


If real benefit is to come from this 
work and the financing programs are to 
be assured of success, it must result 
from the initiation of plans and the 
adoption of programs which will carry 
forward this work vigorously. 
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Long ‘Term Lease Financing and 


Its Applicability to Eleciric Uulity Companies 


By William W. Bodine 


Financial Vice President, The Penn Mutual Life Insurance Company, and former 
President, The United Gas Improvement Company 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., Jume 2, 1949 


HE electric utility industry made 

an enviable record in meeting its 

responsibilities during the difficult 
war period, and since that time you have 
been engaged in the vast endeavor of 
getting your systems in balance once 
again to take care of pressing require- 
ments and future growth. 

To meet the heavy cash demands, 
there has been a constant outpouring of 
which, by and large, have 
Securities issued 
have run the whole gamut from first 
mortgage bonds, long- and short-term 


securities 


been well received. 


debentures, debentures convertible into 
common stock, short-term bank 
and serials, standard preferred stocks, 


loans 


preferreds with sinking funds or con- 
version privileges, and common stocks 
distributed under a number of types of 
plans. The industry has proved its ver- 
satility in meeting the situation con- 
fronting it. 


Purchase-Lease Financing 


But I am not going to discuss your 
financing problems as a whole, rather 
to bring you a few thoughts in connec- 
tion with a somewhat recent type of 
financing, the purchase-lease arrange- 
ment; the question “if and how it has 
a place in the financing of the electric 
utility industry,” and its relationship to 
the more conventional corporate securi- 
ties. 

The purchase-lease plan, as such, is 
basically a simple transaction involving 
the purchase of existing real estate and 
improvements or the construction of 
new buildings, and the execution of a 
long-term lease to a corporate user. 

However, as developed, it differs from 
an ordinary lease so as to make it for all 
practical purposes a new and separate 
medium of financing or investment lying 
somewhere between pure ownership of 
real estate and ownership of full-faith 
and credit obligations of the tenant 
comnany. 

Under the plan, the tenant offers 





Mr. Bovine 


greater protection to the real-estate 
owner than under an ordinary lease, and 
the owner grants more favorable rent 
and other terms to the tenant. 

The agreement results from a balanc- 
ing of the credit strength of the tenant 
together with the value of the real 
estate, in the light of its location, con- 
struction, physical condition, other use 
possibilities, etc., and the interest factor 
and amortization schedule which the 
rentals will provide. 


Rental Payments 


The rental payments are usually on 
a net basis, the tenant paying real estate 
and use taxes, fire, and other hazard, 
insurance premiums, cost of maintenance 
and repairs, etc. 

In arriving ‘at a proper schedule of 
rentals, certain fundamentals must be 
kept in mind. 

1. In event of reorganization or bank- 
ruptcy, a lease may be rejected and 
in such event the Tructee’s obliga- 
tion for rentals would not extend 
beyond a period of one to three 
years succeeding the date of sur- 
render of the premises. This is a 
sound reason for a differential in 





interest rates between those used in 
general credit obligations and those 
used in fixing real-estate rentals. 

2. The investment is relatively un- 
marketable for a long period of 
years, and regardless of changes in 
the suitability of the location or 
type of the property, or in the suc- 
cessful operation of the tenant, 
there is no way to offset adverse 
trends. 

In fixing the rentals, it is important 
that there be a principal factor sufficient 
at least to keep pace with normal de- 
preciation of the property. Considera- 
tion must also be given to the question 
of whether the buildings are of a special- 
use character or were constructed in a 
period of excessive building costs. 


Renewal Options 


An outstanding feature of the pur- 
chase-lease plan is the free use of re- 
newal options at modest rentals after 
the base term of the lease. This has the 
two-fold purpose of making the rentals 
during the base term sufficiently high so 
as to provide a_ reasonable principal 
amortization and at the same time a 
when renewal 
periods are included, in addition to as- 
suring the tenant use of the property 
over a very long peried of years. 

When, for example, the base term 
runs for twenty-five years, the rent for 
the first ten-year renewal might be about 
one-third of the base rent, and for any 
successive ten-year renewal periods 
thereafter, about one-sixth of the base 
rent. Where there are no renewal op- 
tions and the property will be of little 
value after expiration of the lease, the 


lower over-all rent 


interest factor in the rent would have 
to be somewhat higher. 

As in the case of general credit obli- 
gations, the credit of the tenant influ- 
ences not only the interest rate, but also 
the other terms of transaction. While 
this is a factor in determining the length 
of base lease period, it has greater effect 
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in connection with new properties built 
at high construction costs. 

Under those circumstances, it is im- 
portant that the investment be written 
down within a reasonably short period 
to a figure which will make the property 
competitive with others built in a period 
of more favorable construction costs, 
especially in cases where possibility of a 
lease default is greater, or where the 
property is not of a general-use type. 
This can be accomplished either by a 
direct cash contribution by a tenant of 
an amount equal to excessive costs over 
long-term value, or by the use of a split 
rental plan where a higher rent is paid 
during the early term of the lease and 
a reduced rent thereafter, making a 
lower average for the whole base period, 
but providing faster amortization in the 
early years. 

Rent schedules are based upon annual 
payments sufficient to amortize the in- 
vestment within the base period, the 
interest factor depending also upon 
whether or not the tenant has favorable 
renewal options after the base term. 
While the lease may be longer or shorter 
than twenty-five years, under ordinary 
conditions and considering all factors, 
a term of approximately twenty-five 
years seems most desirable. While the 
return of principal factor should be 
sufficiently large to keep pace with ac- 
tual depreciation of the buildings, it 
should not be greatly larger than that 
allowed to the owner by the tax authori- 
ties; otherwise, he will have to report 
as taxable income what is actually a 
return of principal. 


Tax Advantages 


While a great deal of publicity as to 
the tax advantages accompanied some of 
the early purchase-lease transactions, yet 
the primary purpose is, and should be, 
the release of funds out of bricks and 
mortar into working capital. 
situation is but secondary. 

It is important, however, that some- 
thing be said about taxes from the stand- 
point of deductibility of annual rental 
payments as well as capital gains and 
losses. 


The tax 


As to annual rental payments, from a 
deductibility standpoint there will be no 
great variance between the rental pay- 
ment and the sum of interest and de- 
preciation available in case of direct 
ownership. As to capital gains and 
losses, in some of the earlier transactions, 
properties were sold at prices which va- 
ried from either book value or cost. Sales 
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that produce capital gains are generally 
unwise because the seller must pay both 
the tax and a higher rent based on the 
higher cost to the owner. 

As to the sale of older properties for 
tax-loss purposes, it is doubtful whether 
such loss could be established where a 
long-term lease is concurrently made at 
reduced rentals showing a sufficient sav- 
ing to offset the capital loss. 

As to sale of new property at less 
than cost (which might be necessary in 
the case of specialized types constructed 
at high cost levels), it is unlikely that a 
tax loss can be taken, but the difference 
between cost and sales price would prob- 
ably be considered as a lease improve- 
ment depreciable by the tenant during 
the life of the lease. 


Repurchase Options 


An important item in the review of 
the tax status of rental payments is the 
existence of a repurchase option, one 
of two main classes having been used in 
some leases—(a) rejectable options, and 
(b) absolute options. 

(a) Rejectable Options: Often the 
tenant asks for protection against 
the possibility that the property 
may become unsuitable for its 
uses, and the owner grants the 
right to cancel at certain periods 
predicated upon a repurchase of- 
fer at an agreed figure, which 
offer can be rejected by the own- 
er and the lease terminated. Not 
being an absolute right of repur- 
chase, this should not affect the 
deductibility of rental payments. 

(b) Absolute Repurchase Options: 
The existence of an absolute re- 
purchase option at a nominal 
amount may make the transaction 
look like an installment purchase 
contract, rather than a bona fide 
lease, with consequent effect upon 
the tax status of the so-called ren- 
tal payments. How large a re- 

purchase price would have to be 
in order not to be judged as nomi- 
nal is a matter for counsel to de- 


cide. However, a plan which 
looks likely to stand up is an 
option to repurchase for land 


value after the buildings have 
been completely depreciated. 

It will be noted from the foregoing 
that it would be easy enough to apply 
such a plan to the general-purpose build- 
ings of an electric utility company, such 
as general office buildings, branch offices, 
sales rooms, warehouses, service build- 
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ings, garages, etc. Whether it is advan- 
tageous for the company to do so de- 
pends upon a number of factors as for 
instance, the jurisdiction of various gov- 
ernmental regulatory authorities, a com- 
parison of the tax and accounting posi- 
tions under this plan, versus direct own- 
ership and financing, and other consid- 
erations, 


Interest and Amortization 


By either method all charges such as 
taxes, insurance, repairs, etc., would be 
identical except for the interest and 
amortization items. In case of direct 
ownership the interest would be some- 
what lower. Under the purchase-lease 
plan, both interest and principal factor 
representing rent would be an operating 
charge, but probably should be treated 
as an income charge for the purpose of 
calculating ratios in connection with the 
issuance of securities. Under direct own- 
ership, in addition to a deduction for 
interest, the Company would also have 
a deduction for depreciation which 
might be the same as the principal factor 
in the rental, but this would be a cash 
transaction if used in debt reduction, 
and would not appear as an income 
charge. 

Credit can be used only once. If you 
use it for purchase-lease arrangements, 
it cuts down by just that amount the 
balance of the credit remaining for other 
purposes. If the same building were 
financed by the sale of securities with the 
ownership resting with the utility com- 
pany, the cost of the building could be 
included in the rate base, whereas under 
purchase-lease it is questionable whether 
any amount could be so included. 


Large-Scale Financing 


The electric utility companies usually 
raise a considerable sum of money in 
one operation, but this is not always 
practical under a purchase-lease plan, 
which in many instances covers only one 
building. This means the negotiation of 
a number of purchase-lease arrange- 
ments, if the company is to use this 
means of financing on a large scale, with 
varying amounts and differences in the 
length of term and interest rate, on 
account of the location of the buildings 
and the purposes for which they are 
built. The company should therefore 
develop a standard form of agreement 
and, for simplicity, work with one in- 
vestor, as once having established. a 
satisfactory pattern, subsequent trans- 
actions could be expeditiously handled. 
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van- If you contemplate purchase-lease latter were equivalent to the deprecia- Under the modified plan the third 
de- transactions to an important amount, tion allowed on the investment in the corporation taking title to the property 
for consideration should be given to the generating station, it would permit a makes a long-term lease to the electric 
Zov- effect on the sale of additional common full payout in thirty to thirty-five years. company and finances a very large per- 
om- stock. The leverage factor produced by In order that the investing owner not’ centage of the cost by means of loans 
0si- debt at low interest rates creates a part be considered a public utility, the com- from life insurance companies or banks. 
wn- of the earnings for the common stock, pany to which the plant is leased would Such loans can be secured by a mort- 
\sid- and the interest factor in purchase- conduct all operations in its name, and gage on the real estate, an assignment 
lease transactions is higher than the in- maintain the property. of the lease and a pledge of the stock 
terest usually paid on first mortgage Additions and betterments could be of the third corporation, or one or 
bonds and other evidences of indebted- provided for as leasehold improvements, more of them. 
h as ness, including debentures and bank ultimate disposition thereof being pro- The paid-in value of the common 
| be loans. vided for in the lease. Unless electric stock of these third corporations is rela- 
and Obviously, before selling and leasing generating stations can be included un- tively low and the possibilities for incre- 
rect back any property now owned, you will der the purchase-lease plan, the amount ment in value are considerable. 
me- have to be sure there is no conflict with of capital to be provided in this manner 
ease the terms of any mortgage or other in- for the average electric utility company Arkansas-Missouri Power Co. Case 
ctor denture which may be outstanding, and may well be less than 5 per cent of to- A plan of this general type was con- 
ting the same with respect to new properties tal capital requirements, as general- cidesed tev Gin: Wadessl sen Ciena: 
ited which are to become the subject of pur- purpose buildings account for a relative- aei™ <i: Maint ok ilk ween tat tht 
> of chase-lease, if title is originally taken in ly small proportion of fixed capital. ok the Aiteis Diet Pees Cae 
the the name of the ultimate tenant. There are many elements which enter pany and the St. Francis Electric Ges. 
pn Construction of Generating Stations pind Ag getnignnec 0 ee erating Company (the third —— 
: ie ra tion). The Commission decided, “The 
ave So far I have confined myself to dis- Is it in the public interest? Is the cost separate corporation appears to be mere- 
lich cussing purchase-lease transactions covy- satisfactory in comparison with other ly a technical device to divorce the own- 
tor ering general-purpose properties. There methods of financing? What is the ef- ership of the generating facilities from 
ash is another phase of the business which fect on future financing requirements of Ark-Mo’s corporate structure, but the 
ion, may possibly lend itself to this form of the company? Many other phases will leasing arrangement laadalan merges 
yme financing, and that is the construction be developed as you get deeper into the or chnialieies Gnas witli ae ot Se 
of electric generating stations. To the details. Mo. It is clear that the purpose of the 
you best of my knowledge, no such trans- adoption of the St. Francis Plan was 
nts, action has been consummated as yet Jurisdiction of Regulatory Bodies to permit practically 100 per cent debt 
the strictly on a purchase-lease basis, but From the investor’s standpoint, there financing of the new generating station. 
her many of you will remember the some- are also problems to be resolved, such Actually the stock of St. Francis, to be 
ere what restricted popularity in the thirties a5 the jurisdiction of regulatory authori- dicttheted tw Ask-Be socdtulinn. 
the of separately financed electric generat- ties and the conflict in the statutes of would have a paid-in value of less than 
m- ing companies—a plan still in use in various states governing the investment one-half of 1 per cent of the total capi- 
be some instances. of their funds. For example, some states _talization of St. Francis and, if traded 
der Fundamentally, this method of financ- go not permit one life insurance com- in, would have unsound speculation pos- 
her ing was not too far removed from the pany to participate with another in the _ sibilities.” 
purchase-lease transaction involving, aS ownership of real estate. In the case The Commission went on to say, 
. , ‘ ae heavy oe of of a large new generating station and “Considered on a consolidated basis, the 
ones pase ey sam by debt in order to provide for future exten- present capitalization of Ark-Mo and 
ly which was paid off rapidly through sub- sions, it might be necessary to create a the proposed capitalization of St. Fran- 
in stantial depreciation charges, a mini- separate corporation to own the plant, cis would consist of 79.1 per cent of 
ays mum of equity being originally provid- the stock to be owned in the same pro- Lastecbtioten debt and 20.9 per cent of 
an, ed. The leases called for a rental sufh- portion as the debt, although the own- equity capital, as contrasted to Ark- 
a cient to service debt and pay dividends, ership of common stocks by life insur- Mo's present capital structure of 63.6 
of - well as all operating expenses, taxes, ance companies is not permitted by some per cent long-term debt and 36.4 per 
Be na The ane. ey Ss 2h ene, cent of equity capital.” 
his ig nye oe reg = So the purchase-lease plan has its The weiliey company had proceeded 
- vil ss md sola rian ayerrin at advantages and its disadvantages, and, with the negotiation of the plan and 
= a to its parent who was a, you can see, there are : magnet On with the construction of the plant (to 
each side of the equation which eaust be be taken over by the third corporation 
es Sastiantionsl Ravedeen pacing pt igrlapressses and completed) upon the assump- 
The a er ve site ‘ ¢ . : tion that the Federal Power Commis- 
re i purchas _aifters from this ments, present and future. sion had no jurisdiction over the pro- 
- ers = that the electric penererey plant There is a modification of the pur- posed leasing arrangement, and the case 
ont - built and owned by an institutional chase-lease plan involving the interposi- came before the Commission only a 
a investor, and leased to the electric util- tion of a third corporation between the z : 
ns- ity company at a net rental sufficient to electric company and _ the institutional * Opinion No, 176 In the Matters of Ar- 
: . : ; : kansas-Missouri Power Co., etc., Docket Nos. 
od. meet interest and amortization. If the investor. B-6185 and B-6195. 
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short while before the expiration of the 
financing commitments. 

The Commission therefore said, ““Ap- 
plicant’s complete reliance on (the 
leasing plan) . . . has resulted in a con- 
dition which it appears at this late date 
can only be immediately relieved by 
consummation of the plan in 
form. We can only find that the 
plan, even subject to the conditions 
which we shall impose, is compatible 
with the public interest because of the 
circumstances which we have heretofore 
Because of those cir- 


some 


mentioned. . . 
cumstances, we will give such condi- 
tional approval only as a temporary so- 
lution to allow Ark-Mo sufficient time 
to complete a long-range program of 
financing on a sound basis that will en- 
able it to go forward with construction 
to meet the growing demands of elec- 
tric energy in its territory.” 


Debt-Equity Ratio 

The following excerpts are from a 
talk by Harry A. McDonald, Commis- 
sioner, Securities and Exchange Com- 
mission, before the Philadelphia Securi- 
ties Association, April 27, 1949: 


“At the SEC we do not make a fetish of any 
particular numerical ratio of debt to equity, 
but we do have touchstones—and we do in- 
sist, to the limit of our powers, on a balanced 
capital structure. A particular ratio which is 
healthy for one company may be inadequate 
or overly conservative for another. A cer- 
tain amount of leeway and flexibility is neces- 
sary. The important thing is that there al- 
ways be a sufficient equity cushion to with- 
stand the shocks of the business cycle 
We are also opposed to the use of financing 
techniques which tend to obscure the real 
nature of the transaction and give a false 
appearance to what is taking place. I am 
referring, particularly, to the lease-back de- 
vice, recently grown so popular in the com- 
mercial field, which has appeared in several 
utility financing projects. The lease-back in 
utilities is designed to increase indebtedness 
while avoiding the appearance of doing so. 
Any appraisal of its effect should look beyond 
the form to its over-all effect on the capital 
structure of the consolidated operation.” 


The foregoing quotations relate the 
purchase-lease plan to the 
which is fundamental to any type of 
financing in any type of 
whether it be an industrial, a railroad, 


problem, 
company, 


or a utility, namely, the question of how 
much debt or fixed charge, if any, is 
appropriate in the case of a given in- 
dustry and company and under the par- 
ticular circumstances. For 
many companies should have no debt 
other than current bank 
tion; others may properly incur debt 
for a specific purpose, to be paid off over 
a reasonable term of years; and still 
others, as in your case, may have debt 


example, 


accommoda- 





EDISON ELECTRIC INSTITUTE BULLETIN 


S. M. 


AMUEL M. DEAN, chief engineer 

of the electrical system of The De- 
troit Edison Company, died May 31 at 
Detroit, Mich., of a heart ailment. He 
was 57 years old. 

Mr. Dean was born in Traverse City, 
Mich., and was graduated from Michi- 
gan State College with a bachelor of 
science degree in electricai engineering. 
His career began with the General Elec- 
tric Company at Schenectady as a sales 
ngineer, and later he became assistant 
manager at the Detroit office of that 
company. 

In 1924, Mr. Dean joined The De- 
troit Edison Company in the electrical 
engineering department. In 1927 he was 
made senior electrical engineer; in 1930 


as a more or less permanent part of 
their capitalization. 

I am not going to build a case for 
financing by the purchase-lease plan or 
some modification, but I do say that we 
must not eliminate from our thinking 
ony possible type of financing merely 
because it is relatively new and untried, 
with little experience to rely on as a 
guide. That is the situation with respect 
to the 
applied to the financing of electric gen- 


principles of purchase-lease as 


erating stations. 

I can think, for instance, of a hypo- 
thetical situation where such financing 
would seem to me to be desirable and 
entirely justifiable. Take an intercon- 
nected power pool to which a number 
of companies are parties, and let us say 
that the load have 
that it has advantageous to the 


centers been such 
been 
whole for one company not to develop 
generating capacity to any degree but 
to purchase its requirements from one 
of the other companies. Then 
the time when the load distribution dic- 
tates additional generating capacity in 
that company’s charter territory. 

It may well be that the funds to be 


comes 


raised represent a substantial percentage 
of the company’s outstanding securities 
too great to be easily absorbed by the 
market at one time. What, then, is the 
company to do? Is it to sell some bonds. 
some preferred stock, and some common 
stock over a period while the generat- 
ing station is under construction and 
thereby take a chance on future market 
conditions while being bound by the ob- 
ligation of completing the new station. 
or should it seek assurance of its financ- 


ing? 


A purchase-lease or modified plan 
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Dean 


he became chief assistant superintendent 
of the electrical system; and in 1943 he 
was named chief engineer of the system. 

Mr. Dean had been president of The 
Engineering Society of Detroit and past- 
chairman of its Civic Affairs Committee. 
He was also a member of the Board of 
Commissioners of the Detroit Street 
Railways, and of the Rapid Transit 
Commission; a director of the Citizens’ 
Housing and Planning Council of De- 
troit; a fellow of the AIEE; and a mem- 
ber of the ASME. 

Mr. Dean had long been active on 
committees of the EEI and the NELA, 
and at the time of his death he was a 
member of the Engineering 
General Committee. 


Division 


might well accomplish that purpose, of 
necessity involving charges for a period 
of years (purchase-lease) or substantial 
initial debt to be rapidly amortized 
(modified plan). 

No capital structure can be inflexible 
over the years—always a certain per- 
centage of debt and fixed charges, a 
certain percentage of preferred stock 
with its dividends, and a certain per- 
centage of common and surplus. 

Please note also that in my _ hypo- 
thetical case the distributing utility 
company would be doing exactly the 
equivalent of what it did in the past 
in purchasing power, namely, paying a 
price which includes all operating ex- 
penses, taxes, depreciation and a return 
on any money it had invested in the 
plant. Of necessity the cost of pur- 
chased energy includes the cost of money 
and depreciation, which would certainly 
be at least as great as the interest and 
amortization factors in rental payments 
under a purchase-lease. 

In closing, let me say that there can 
be no subterfuge for long in the market 
place, for it will find you out. Any plan 
of financing must be open and above- 
board, fundamentally sound and in the 
long-run interest of the issuing company, 
and therefore of its security holders. 

That is more true today with the tre- 
mendous growth in the institutionaliza- 
tion of the people’s savings. The insti- 
tutional investor is a trustee of those 
savings and, at least in the case of the 
life insurance companies, a long-term 
investor not interested in market fluc- 
tuations, but in the soundness and con- 
tinuing success of the enterprise whose 
securities it buys for the long pull. 
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Protecting the ‘Taxpayer 


By Hon. C. Emory Glander 


Tax Commissioner of Ohio and President of the National Association of 


Tax Administrators 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 2, 1949 


T the outset I wish to commend 
your industry for its demonstra- 
tion of faith in the future of 

our country. I have noted the state- 
ment of your President, Mr. Acker, 
that you installed generating 
capacity last year than in any other pre- 
vious year. That achievement, midst 
the uncertainties and difficulties of these 
troublous times, is a tribute to the in- 
itiative and daring of private enterprise. 
May your faith inspire others. 

A year or two ago, Life Magazine 
published an interesting story in pic- 
tures showing how, for 4000 
taxes have vexed the world. ‘There de- 


more 


years, 


picted were Egyptian, Assyrian and 
Persian taxpayers bearing tribute in 


kind to their rulers. There also were 
Rome’s Publicans, profiteering tax con- 
cessionaires; Queen Boadicea, one of 
the earliest rebels against taxation with- 
out representation; and King John and 
King Charles I, who taxed so heavily 
that one lost his prerogative and the 
other his head. 

American incidents likewise were in- 
cluded. There were illustrations of the 
Stamp Act Repeal, the Boston Tea 
Party and the Whiskey Rebellion. In 
case you may have forgotten, the Whis- 
key Rebellion was neither a sobriety 
movement nor a revulsion against bad 
liquor. Our forefathers simply thought 
that a whiskey tax of 7 cents to 18 cents 
a gallon was too much. 

The Growing Burden of Taxation 

I thought of those historical incidents 
recently while reading the Report of the 
Advisory Committee on Internal Rev- 
enue Taxation. It said: ‘There is too 
great an emphasis on ‘protecting the 
revenue,’ too little on protecting the 
taxpayer... The key to a fuller utiliza- 
tion of the taxpayer’s cooperation lies in 
the adoption of Government policies 
and practices which will lead to a 
greater degree of mutual confidence.” 

Those words both raise and answer 
a grave national question, and I make 
them my text today. 

In the old Roman calendar, the 15th 
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day of March was known as the ides of 
March. You will recall Shakespeare’s 
“Julius Caesar’? in which the soothsayer 
warns Caesar, saying: “Beware the ides 
of March.” Plutarch’s Lives tells the 
inside story. It says “that a soothsayer 
bade him (Caesar) prepare for some 
great danger on the ides of March. 
When that day was come, Caesar, as 
he went to the Senate, met this sooth- 
sayer and said to him by way of raillery, 
‘The ides of March are come;’ who 
answered him calmly, ‘Yes, they are 
come, but they are not past.’”” And you 
will remember the tragedy that befell 
Caesar. He fell at the hands of his 
friends, even Brutus. He was the vic- 
tim of a terrible danger, which, though 
very near to him, he would not see or 
believe. 
An American Tragedy 

It is my conviction that an equally 
great danger besets the American people 
It is ever-present, like the perfidy 
of Caesar’s friends. But, like Caesar, 
we do not see or believe. 

A recent newspaper editorial pointed 
out that citizens of 25 states voted last 
November on proposals involving state 


now. 


bond issues, higher state taxes, or in- 
It summar- 
Of 16 pro- 


creases in state spending. 
ized the results as follows: 


posed bond issues, 12 were approved. 
Of 19 proposals for increased spending, 
13 were approved. But of 19 proposed 
12 were defeated. “In 
other words,” the editorial concluded, 
“most of the voters in the 25 states liked 
the idea’ of more governmental spending. 
And their enthusiasm for such spending 
mounted with the degree to which they 
believed they, themselves, would escape 


tax increases, 


or postpone paying the cost.” 

I would state it more emphatically. 
Too many people have the delusive im- 
pression that governments can indulge 
in an everlasting orgy of spending at 
the expense of persons other than those 
directly benefited. Our nation is suf- 
fering from a chronic attack of the 
“oimmes,” and it is high time that we 
face the facts! We need to pray, as 
Thomas Huxley did when he summed 
up the scientific creed in a single sen- 
tence: “God give me strength to face a 
fact though it slay me.” 


What Is A Billion Dollars? 

The facts which I ask you to face are 
calculated in the billions. I wonder 
how many of us can really comprehend 
a billion dollars. I read somewhere 
that if you had started at the beginning 
of the Christian era to spend a billion 
dollars at the rate of $1000 a day, and 
had kept it up continuously, your total 
expenditures to January, 1949, would 
amount to about 711 million dollars. 
To reach the billion-dollar total at this 
rate, you would have to go on spending 
$1000 a day for another 791 years, or 
until A.D. 2739. That is how much 
one billion dollars is. Yet, in 1947, the 
total tax in the United States, federal, 
state and local, was almost 52% billion 
dollars! 

Look back with me for a moment 
across the vista of the last three decades. 
It is 1917 and the national economy is 
geared to the first World War. Yet the 
total tax burden in the United States is 
Let 10 years 
It is 1927, and our nation is on 


but 3% billion dollars. 
pass. 
the threshold of that other era of infla- 
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tion when everyone thought the mil- 
lenium had dawned. Even then, the 
cost of all government in this country 
was but slightly over 9 billion dollars. 
Now move ahead another decade and 
it is 1937. We are in the terrible thir- 
ties when our government was “shooting 
the works” in pump-priming projects 
of many sorts. Even then our annual 
tax burden had moved up to only 12% 
billion dollars. Of course, we are put- 
ting much of the cost “on the cuff” 
through deficit financing, but neverthe- 
less the contrast with the present is 
startling. From 3 to 9 to 12 to 52 
billion dollars in the annual tax take— 
that is an increase “of 1500 per cent in 
the short span of 30 years! 


Tax and National Income Ratio 


But, you may say, is not this a matter 
of relativity? After all, we have ex- 
perienced a tremendous increase in the 
national income in these latter years. 
Yes, that is true, but have you compared 
the trend in taxation with the trend in 
national income? If you will make 
such a comparison you will discover the 
fact — which I most want to impress 
upon you today—that the tax burden 
has been increasing more rapidly than 
the national income. 

Taxes in the United States now con- 
sume about 30 per cent of our total 
national income. This means that our 
people work about 15 weeks out of 52 
for government. Federal taxes alone 
last year were about 2 billion dollars 
more than the total national income just 
fifteen years ago. -The truth of the 
matter is that the percentage of all 
taxes to national income has more than 
doubled in the last 20 years. This 
trend, sooner or later, will take its 
tragic toll of our American standard 
of living. 

Moreover, let us not be deceived by 
our increased national income as stated 
in today’s dollars. If you relate that 
income to the pre-war dollar you will 
encounter a surprising fact. You will 
find that ever since 1945 there has been 
an actual decline both in our “real’’ in- 
comes and in our “real” savings. In- 
deed, our real savings have fallen more 
rapidly of the two. If the government 
continues to take each year in taxes 
more and more of our dwindling earn- 
ings, there will be less and less available 
for investment to maintain and expand 
our economy. The hope for a free 
America is an ever-expanding economy 
based upon private enterprise. But this 
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nation cannot nourish an expanding 
economy if our wellspring of national 
savings is pumped dry by government. 

There is another interesting fact that 
I would have you notice. The burden 
of taxation in these last 20 years has 
shifted from state and local taxes to 
federal taxes. In fact, the state and 
local burden in recent years was rela- 
tively lighter than it was two decades 
ago, while the converse is true of fed- 
eral taxes. 

The state and local tax picture, how- 
ever, is rapidly changing. State expen- 
ditures in 1947 were up 35 per cent 
over war-time levels. In the same year, 
state debt, reversing a 6-year downward 
trend, increased about one-fourth. 
While state reserves were still mount- 
ing, the rate of increase had sharply 
diminished. New taxes were imposed 
in almost two dozen states since Jan- 
uary, 1947, while tax rates were in- 
creased in an equal number. In Cali- 
fornia, which levies a state sales tax, 
local sales taxes were levied in 123 
municipalities. In my own state of 
Ohio, which has had no new or in- 
creased state taxes since the middle of 
the depression, local income taxes have 
been levied by almost a half dozen of 
our larger cities. And so the trend goes. 

But the fact of greatest significance 
in the whole picture is the mortgage 
which our generation has placed upon 
the future earnings of ourselves and 
our children. The federal debt has 
reached the astronomical figure of 252 
billion dollars—a quarter of a trillion 
dollars! State and local debt constitute 
another 15 billion dollars. This adds up 
to $1770 per capita as compared with a 
mere $12 per capita thirty-five years 
ago. 

Here then is the danger which con- 
fronts our nation—that, oblivious to 
the consequences, we shall spend, tax 
and borrow ourselves into financial 
slavery. I say to you that the time has 
come to cut governmental budgets, to 
pay governmental debts and thereby to 
pave the way for ultimate tax reduction 
—that is, if we really do love our chil- 
dren or have any concern for the gen- 
erations yet unborn. After all, it is 
our debt, not theirs. It is ours to liqui- 
date if we have the moral stamina for 
self-sacrifice which it sternly requires. 


Approaches to Budget and Tax Reform 

At this point, you may remind me 
that this nation is engaged in a gigantic 
and costly effort to build world peace 
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and security. With that I shall agree. 
You may also ask me what particular 
governmental expenditures should be 
cut. I shall quickly tell you that I do 
not know. 

It is precisely because I do not know 
that I can suggest at least two des- 
perately needed reforms in govern- 
mental finance. One is the need for 
budgeting and accounting procedures 
that will clearly show the people what 
spending programs are contemplated, 
what they will cost, and how wisely 
the money has been spent. 


Hoover Commission Proposal 


I have been scanning the Reports of 
the Commission on Organization of the 
Executive Branch of the Government, 
of which Mr. Herbert Hoover is Chair- 
man and Mr. Dean Acheson is Vice 
Chairman. The reading of those re- 
ports ought to be a “must” for every 
public official and every adult citizen 
in this country. 

In the report on budgeting and ac- 
counting, the Commission proposes a 
plan which would tell Congress and 
the public two things: “1. On Budget- 
ing: What is the money wanted for? 
2. On Accounting: What do the tax- 
payers get for it?” In other words, 
the Commission recommends “that the 
whole budgetary concept of the Federal 
Government should be refashioned by 
the adoption of a budget based upon 
functions, activities, and projects.” It 
calls such a document a “performance 
budget.” 


Accounting Reform for Local Governments 


I am convinced that there is need for 
a similar reform in every state, county 
and city in the United States... Two 
years ago, I made a study of the tax 
and revenue system of the State of 
Ohio and its political subdivisions for 
the Governor and General Assembly of 
my state. The purpose of the study was 
to suggest ways and means of aiding 
local governments. The key to the 
problem was an index of local needs. 
But that index was exceedingly elusive 
simply because of the lack of adequate 
budgeting and accounting procedures on 
the part of local governments. 

I think that business-like budgeting 
and accounting, from the federal gov- 
ernment on down, would expose start- 
ling information. I believe it would 
reveal countless cesspools of waste and 
extravagance that always develop in 
governmental units that, having no con- 
trols, tax and spend the tax. 
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I have already alluded to our huge 
national debt. Perhaps you have won- 
dered how it can ever be paid. A recent 
book, entitled “Our National Debt— 
Its History and Meaning Today,” sug- 
gests what ought to be an obvious an- 
swer. It says that “the Number One 
task of debt reduction is to control the 
over-all total of government spending.” 
| wish to add that governments not only 
must spend less but also that govern- 
ment spending should not be used to 
win political support at elections. 

Budget and accounting reforms, how- 
ever, are not enough. Governmental 
tax structures themselves have become 
terribly confused and overlapping. 


Grants-In-Aid 


The federal government is now tak- 
ing such a large slice out of the total 
tax dollar that the tax resources of the 
states and their local governments are 
being severely restricted. As a conse- 
quence, state and local governments 
have come to look more and more to 
Washington for grants-in-aid. The 
growth of these grants is amazing. 
From a mere 5 million dollars in 1915, 
they have mushroomed to well over 1 
billion dollars in 1947. In other words, 
federal grants have increased 200 times 
in 32 years, and now aggregate 32 dol- 
lars for each family of four in this 
country. 

Does it seem strange to you that in a 
period of the largest per family income 
in our history, our people are standing 
like vagrants before the National 
Treasury? Or can it be that we are 
witnessing here at home the creeping 
paralysis of totalitarianism, either of 
the right or of the left? 

The situation in our states is little 
better. In 1947, the states paid more 
than 2% billion dollars in aid to local 
governments. That was almost 75 dol- 
lars for each family of four, and repre- 
sented exactly one-third of total state 
revenues excluding unemployment com- 
pensation taxes. 

These facts explain why our federal- 
state-local taxing system has come to 
look like a crazy-quilt. It explains why 
we have what the Hoover Commission 
has called the “problem of duplicating 
and triplicating taxation.” The time 
has come to tackle this problem in dead 
earnest. This will require that top offi- 
cials of our federal, state and local 
governments inaugurate a continuing 
plan of joint study and action. 
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Fortunately, the Secretary of the 
Treasury called a conference of federal, 
state and local officials in Washington 
last month to discuss intergovernmental 
problems in taxation and related mat- 
ters. I attended that conference and I 
believe that it can mark the beginning 
of a new era of enlightened federalism. 
In addition, the Congress now has be- 
fore it several bills to establish a 
National Commission on Intergovern- 
mental Relations. The purpose of such 
a commission would be to study ways 
and means of eliminating duplication 
and overlapping services and establish- 
ing a more orderly fiscal relationship 
among the several levels of government. 
I strongly urge that legislation to estab- 
lish such a commission be enacted at 
once. 

In solving our intergovernmental tax 
problems, I am committed to no specific 
plan. But I do have some convictions as 
to principles. I would not confine state 
and local governments to exclusive reli- 
ance on their own tax resources. That 
would doom certain areas of our land 
to substandard existence or poverty 
while other areas live in relative luxury. 
At the same time, I am opposed to the 
unbridled extension of governmental 
subsidies or grants-in-aid. That policy 
will ultimately destroy local financial 
independence upon which the integrity 
and strength of state and local govern- 
ments are closely dependent. 

We should have centralization of 
taxation with subsidies or grants-in-aid 
where necessary. At the same time, 
every possible effort should be made, as 
the Hoover Commission recommended, 
“to leave to the localities and the states 
adequate resources from which to raise 
revenue to meet the duties and respon- 
sibilities of local and state governments. 
Thus we shall maintain strong local 
self-government, which is the fountain- 

head of democracy and our republican 
form of government in America.” 


Easing the Tax Burden Through Sound 
Tax Administration 


Finally, I wish to speak directly to 
the taxpayer. You may have an aca- 
demic interest in tax structures, but 
what you most want is substantial tax 
reduction. Suppose, however, that is 
not possible now or, being possible, is 
not accomplished. Can anything else 
be done for you? I think it can within 
the field of tax administration. 

The one thing that you as taxpayers 
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dislike more than paying taxes is a tax 
administration that favors some of you 
and prejudices others. It is in the area 
of administrative enforcement, however, 
that we are most tragically deficient in 
achieving consistency and impartiality 
of treatment among taxpayers. 

There are persons of naive tempera- 
ment who believe that tax enforcement 
is not particularly necessary in a nation 
with high moral standards such as we 
believe ours to possess. That is a dan- 
gerous misreading of our society and our 
times. Selfishness and greed are as ram- 
pant as ever. Without adequate en- 
forcement of tax laws, substantial seg- 
ments of our population escape their 
responsibility to organized society; and 
that is where tax equality becomes a 
myth. 


Enforcement of Tax Laws 


I know of only two effective ways 
in which to cope with this situation. 
First, there is no substitute for field 
examinations and audits. There is need, 
however, for better coordination of 
audit activities. Federal and state 
agencies, which now exchange informa- 
tion, should try to develop joint audit 
procedures. These would make possible 
the maximum utilization of enforce- 
ment personnel and also minimize dup- 
lication of effort which results in annoy- 
ance to taxpayers. We need to remem- 
ber that the cost of administering a 
revenue system which Adam Smith em- 
phasized in his fourth maxim of taxa- 
tion involves not only the outlay by 
government but also the expense, in 
time and money, which the taxpayer 
must meet in complying with the re- 
quirements set up by the tax sdminis- 
trator. 

The second, and even more needed 
enforcement program, consists of com- 
pliance techniques which will assure the 
filing of returns and the payment of 
taxes by all persons liable therefor. Too 
often tax administrators have been 
guilty of auditing the same taxpayers 
year after year without even inquiring 
whether others are escaping taxation 
entirely. 

There can be no justification what- 
ever for a situation in which one tax- 
payer is required to pay his taxes while 
his tax-dodging competitor is permitted 
to escape his share of the burden. The 
great majority of people pay taxes 
honestly and on time. It is highly desir- 
able that we protect their interests as 

(Continued on page 287) 
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Economic Trends and Their Possible Effects 


on The Future 


By George B. Roberts 


Vice President, The National City Bank of New York 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 2, 1949 


CONOMIC trends, 
cifically, long-term 
trends, are at the same time both 

more risky and less risky to talk about 
than short-term trends. Long-term 
trends are more risky because there is 
more chance to be wrong. It is difficult 
enough to predict only six months or a 
year ahead, let alone trying to predict 
what is going to happen ten years hence. 
On the other hand, long-range predic- 
tions may be safer, because by the time 
the future arrives no one will remember 
the predictions anyway. 


more spe- 
economic 


Yet despite all the hazards of trying 
to guess the future, business does have to 
make long-range plans. This is particu- 
larly true of the utilities which must al- 
ways keep a jump ahead of the popula- 
tion’s needs. And just so long as business 
has to do long-range planning it will 
need to know about trends. 


Growth of Population 


Let us start, then, by considering pop- 
ulation growth. While, strictly speaking, 
this is not an economic trend, it has such 
important economic effects that we shall 
include it on our list. 
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You may recall the dire predictions 
some 10 or 15 years ago of a falling birth- 
rate in this country and declining rate 
of population growth which contributed 
so much to the “mature economy” philos- 
ophy of the 30’s. 

Well, what actually happened? In an- 
swering this question I should like to 
present certain basic material from a most 





interesting address on “Long-Term 
Trends in Industry” by Donald Wood- 
ward, Vice President of the Mutual Life 
Insurance Company, before the New 
York Society of Security Analysts. 

Fig. 1 shows the steep increase in re- 
cent years in the number of marriages to 
the highest in American history. While 
the peak was in 1946, the figure for 1948 
was still at a high level. 

This high rate of marriages is the re- 
sult mainly of deferments during the war 
and during the depression of the 30's, 
While the rate seems likely to fall fur- 
ther in the years immediately ahead, 
there is, in the natural course of events, 
almost certain to be a correspondingly 
large number of marriages in another 20 
to 25 years, again in 40 to 45 years from 
now, still again 60 to 70 years off, and so 
on over a long period. 


Rising Birth Rate 


One of the not surprising consequences 
of this high rate of marriages has been an 
unprecedented activity on the part of the 
stork, as revealed by Fig. 2, showing the 
number of babies born. 

Besides the high rate of marriages, the 
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Fig. 1—U. S. Population Growth, 1910-1948 














Fig. 2—U. 8. Birth Rate, 1917-1948 
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Fig. 3—Average Hourly Earnings in U. S., 1820-1948 


high birth rate probably reflects two 
things: first, a deferment of children dur- 
ing the war and the preceding depression ; 
and, second, the high level of family in- 
comes recently prevailing. 

Whether the rate of births will re- 
main high, I do not venture to predict. 
The population experts are skeptical 
though it may be noted that they were 
too pessimistic before and did not antici- 
pate the present development. This much, 
however, seems fairly certain—the big 
crop of babies now means another big 
crop some 20 years hence, another some 
40 years hence, and so on as in the case 
of the marriage rate. 

What these facts seem to suggest is 
that the population projection curves 
have been shaped too low, influenced pos- 
sibly by the experience during the 30’s, 
and that actually population growth is 
destined to exert its buoyant influence 
more intensely and over a longer period 
than has been entering into recent calcu- 
lations. 

This, I think, is one of the first points 
to be noted in connection with economic 
trends. 





Rising Wage Costs 

We turn next to another major long- 
term trend which has shown unusual per- 
sistence. As Fig. 3 shows, the wages of 
labor have tended steadily upward over a 
long period of years. There have been 
setbacks at times, but they have never 
wiped out the preceding gains, and soon 
the rise was resumed to still higher levels. 

This advancing trend of wages, accom- 
panied by reduction in working hours 
and general improvement in working con- 
ditions, is one of the amazing phenomena 











Fig. 4—Manufacturing Hourly Earnings Compared to Cost 


of Electric Power to Large Commercial User, 1910-1948 


of economic history. It has been made 
possible only by the continuous introduc- 
tion of more and better machinery and 
mechanical power. 

Today, after the great rise in labor 
costs which has taken place as result of 
the war and of the increased economic 
and political strength of the labor unions, 
the incentive for the use of labor-saving 
equipment is greater than ever. 


Labor-Saving Equipment 

The next four charts, comparing the 
cost of human labor with costs of various 
kinds of labor-saving equipment over a 
period of years, will emphasize this point. 
And here again we turn to Mr. Wood- 
ward’s paper for illustrative material. 

Fig. 4 shows the trend since 1910 of 
average hourly wages paid to labor in the 
manufacturing industries, compared with 
the cost of electric power to a large com- 
mercial user. It shows the extraordinary 
cheapness of a kilowatthour of electrical 
energy compared with a manhour of hu- 
man energy. 

Fig. 5 shows the cost of farm labor 
over a long period of years compared 
with prices of farm equipment, as com- 
puted by the Department of Agriculture. 
It indicates what a great bargain farm 
equipment has become relative to farm 
labor. 

Next, Fig. 6 shows the cost of a maid 
for the home as compared with the cost 
of a sewing machine, as illustrative of 
household labor-saving devices. 

Finally, the next and last of the four 
charts, Fig. 7, dealing with comparative 
costs shows the cost of office labor as in- 
dicated by a typist, compared with an 


average of four types of office equipment 
—an adding machine, a typewriter, a let- 
ter file cabinet, and an office safe. 

One of the great difficulties about com- 
parisons of this kind is in making allow- 
ance for constant improvement in quality 
of labor-saving equipment. Were it pos- 
sible to do this, I am satisfied that the 
story told by these charts would be even 
more impressive. The fact is that condi- 
tions have never been so propitious, in- 
deed more compelling—for the substitu- 
tion of mechanical labor for human labor 
in the factory, on the farm, in the office, 
and in the home. And all this means 
more and more use of electric power. 

There may, of course, be times of tem- 
porary check to this rising curve of power 
demand, coinciding with cyclical down- 
turns in general business. Possibly we 
are approaching such a period now. But 
over the long run the stimulus normally 
associated with a healthy increase in pop- 
ulation, with all its manifold wants, to- 
gether with the powerful and still more 
significant drive towards mechanization 
in every field, gives promise of continu- 
ing the growth which has been an out- 
standing characteristic of the electric 
power industry. Like Ol’ Man River, 
“it jes keeps rollin’ along.” 


Interest Rates 


There are, of course, other major long- 
term trends that enter importantly into 
business calculations. Two of these are 
interest rates and commodity prices. Now 
obviously anyone talking about trends in 
these fields enters upon slippery ground. 
Nevertheless, certain tentative sugges- 
tions may be put forth. 

Fig. 8 traces the course of interest 
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Fig. 5—Farm Wage Rates Compared to Farm Machinery 


Prices, 1910-1948 


rates, as represented by short-term com- 
mercial paper and long-term railroad 
bond yields over the past 100 years. 

This chart brings out the abnormally 
low levels to which interest rates, both 
long- and short-term, fell during the 30’s 
and 40’s. This was due, first, to huge 
gold imports and sluggish demand for 
capital during the 30’s, and later, during 
the war, to the cheap-money policy 
adopted for floating the war loans. 


Postwar Interest Rates 


After the war, interest rates, though 
permitted some slight upward adjust- 
ment, have continued to be held relative- 
ly low by the Government’s policy of 
supporting Treasury bond prices and pre- 


venting an increase in the interest cost of 
the national debt. Not only were inter- 
est rates kept from exercising their natu- 
ral role in keeping money demand and 
supply in balance but the process itself 
of pegging markets involved inflationary 
additions ‘to the money supply at the 
very time when inflationary pressures in 
the economy at large were already a 
serious problem. 

In short, by making stability of inter- 
est rates and bond yields the primary ob- 
jective of credit policy, the monetary 
authorities found themselves forced into 
actions that tended to accentuate insta- 
bility in business, and increased the risk 
of boom and bust. 

Looking ahead, we can, I think, take 


Fig. 6—Houseworker Wages Compared to Sewing Machine 


Price, 1910-1948 


it for granted that the Government, with 
its huge responsibility for managing the 
national debt, will want to continue con- 
trol over interest rates. But such control 
may come to be exercised less rigidly. As 
time goes on, we should get further away 
from the idea of a fixed pattern and level 
of rates, and move instead towards a 
more flexible policy that will allow wider 
latitude for the natural economic forces 
to be reflected in the interest rate and to 
the Federal Reserve for influencing 
money and credit volume. 


Commodity Prices 


The course of commodity prices in the 
country since 1770 is traced in Fig. 9. It 
shows that each of our great wars pro- 
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Fig. 7—Typist Salary Compared to 
Equipment Price, 1910-1948 
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Fig. 8—Interest Rate Trends in Short-Term Commercial 
Paper and Long-Term Railroad Bond Yields, 1910-1948 
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Fig. 9-—U. S. Wholesale Commodity Prices, 1770-1948 


duced a great inflation of prices, and that 
in the past each of these great inflations 
was followed by a great deflation. World 
War II was no exception as to inflation, 
and already prices have turned down 
from the peak in a manner uncomfort- 
ably suggestive of previous postwar de- 
flations. The question is, where are we 
heading? 


Prices and Wages 


Any positive answer as to where prices 
are going I leave to those who are more 
venturesome in forecasting than I. How- 
ever, looking over the record of 1920, it 
is interesting to note that prices, after 
the precipitous decline that wiped out 
about two-thirds of the wartime rise, 
reached a plateau of stability at around 
50 per cent above prewar which held un- 
til the collapse starting in 1929. 

Today there are factors in the situa- 
tion, not present in 1920 (at least to the 
same degree) which may cushion the de- 
cline in prices and prevent it from going 
as far as it did then. In the first place 
the great increase in the money supply 
during World War II, which played so 
large a part in making the boom, was 
based largely on government rather than 
private borrowing from the banks. Since 
government debt is not likely to be re- 
duced rapidly, and may increase, there 
will not be the same drain on current 
purchasing power to pay off private bank 
loans as in the past periods of liquidation. 

Secondly, the strength and determina- 
tion of organized labor to transfer an 
increasing proportion of the gains from 
technological progress into higher wages 
tends to keep prices up. 

Thirdly, we have government props 








Fig. 10—National Income Compared to Total Tax Rev- 


enues, (Below) Ratio of Taxes to Income, 1916-1948 


under agricultural prices. Finally, we 
cannot overlook the possibility of infla- 
tionary government action § through 
pump-priming or so-called “‘compensa- 
tory spending” being introduced at an 
earlier stage than before. 

All these factors of wage policy, gov- 
ernment price supports, and government 
spending exert—by their effect on costs 
or in dilution of the money supply, a 
long-range bias towards higher prices. 
Of course a bias of this kind works only 
intermittently, and there are forces oper- 
ating in the other direction—notably the 
technological progress in agriculture and 
industry which is working always to in- 
crease output and to reduce costs and 
prices. We need only remind ourselves 
of what has happened in recent years 
with hybrid corn, rubber, aluminum, syn- 
thetic textiles—to cite only a few exam- 
ples. 


Inflationary Forces Slackening 


One thing at least seems clear—that 
the inflationary forces created by World 
War II have for the time being run their 
course. Today the country’s economy, 
measured in dollars, has very largely 
caught up with the wartime increase in 
the money supply, wartime shortages of 
goods have been reduced, and the coun- 
try’s productive capacity vastly increased. 

For a regulated industry such as the 
utilities, this means a particularly wel- 
come relief from the worst problems of 
rising costs. There should now be more 
opportunity for technology and for the 
traditionally laggard rate adjustments to 
catch up. That the utilities have come 
through the inflation so well is not only 


a reflection of America’s great need for 
power, but a tribute to technical and 
managerial efficiency of which the indus- 
try may well be proud. 


Rising Cost of Government 

Fig. 10 depicts a major long-term trend 
which threatens grave consequences to 
our economy and way of life. This is 
the rising cost of government. 

The upper half of the chart shows, 
over a period of some 30 years, the trend 
of national income and of the total tax 
load, both federal and local. The lower 
half shows how the ratio of taxes to na- 
tional income has increased over the 
years. 

In 1948, 22 per cent—more than one 
dollar out of every five—of the national 
income was taken in taxes. While the 
ratio has declined from the wartime peak, 
this, as you see, was due not primarily 
to reduction of taxes, but to the inflation 
of incomes during the postwar boom. As 
the national income falls with the peter- 
ing out of the boom, this ratio is bound 
to rise and become more burdensome. 

Nor is any end in sight to this trend 
of rising government costs. Despite the 
huge national debt and the heavy cost of 
national defense and foreign aid, the pres- 
sures upon Congress for more spending 
for public works, subsidies, bonuses, 
guarantees, and “free” services of all 
kinds is terrific. The Administration 
evinces little interest in economy, but on 
the contrary leads the spending parade 
and asks for more and more taxes. Mean- 
time, the national income is receding. 

The insidious thing about all this 


(Continued on page 288) 
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N A broad sense, a properly designed 
sales promotion program should not 
be based upon gross kilowatthour 

sales, nor gross operating revenue, nor 
even net revenue. It should be based 
upon the over-all index of electrical util- 
ity operation ; namely, per-cent return on 
total investment. Naturally, such a sales 
promotion should be coordinated with all 
other activities. 

It will be my purpose to consider such 
a coordinated sales program under three 
headings: 

I Need for Such a Program. 

II General Outline of Program. 

III Should We Start Now? 


I—NEED FOR SUCH A PROGRAM 

Let us first review the principal ele- 
ments entering into electric utility oper- 
ation and then let us project these ele- 
ments through 1951. 


Capacity and Load 





Mr. VENNARD 


generating capacity and the sum of non- 
coincident peak loads for the period 1912 
through 1948.* then 
made as follows: 


Projections are 


is based the actual and 
planned purchases of generating 
equipment without allowance for 
retirements. 

B. This projection of the load is based 
upon the 1944-48 trend. If this 
trend prevails, the industry reserve 
capacity will be 10.7 per cent of 
the installed capacity at the close 
of 1951. 

C. This projection of the load is based 
upon the 1935-48 trend. For this 
trend to prevail, there must be a 
leveling off in business conditions. 
Based on this trend, the industry 
reserve capacity will be 21.1 per 
cent of installed capacity at the 
close of 1951. 

It is probable that the load will be 

somewhere between B and C. 


upon 





Revenue and Per-Cent Return 
Fig. 2 shows the investment ; gross op- 


* The basic data for this paper were fur- 
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Fig. 1—Electric Utility Generatin 


Coincident Peak Load—1912-1948 
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Fig. 2—Electric Utility Investment, Revenue, and Per 
Cent Return on Investment—1927-1948 














July, 1 


——- 





erat 
taxe 
turr 


tor 
yea} 


in t 
thre 


Ine 


sent 
mer 
pat 
Gr 


trer 


trer 


Bal 


ing 





1949 


and 
ting 
for 


ased 
this 
erve 
t of 
lose 


ased 
this 
be a 
ions. 
istry 
per 
the 


3 Op- 


fur- 
The 





Per 











July, 1949 





EDISON ELECTRIC INSTITUTE BULLETIN 


Page 273 














INVESTMENT — 
22 
i) Ww 
x | m 
<x <x 
ee = 
Jj 14 an 
oO oO 
REVENUE 
os - % 
KL KW 
Os O 5 
: Ww 
Ff 
6 * .* 
all ual 
ual 3 7 3 
es a 5 
| 
fe) f) 
8 % RETURN ON INVESTMENT 8 
es - 7 
G6 < 6 
id 5 Us 
ao 4 - & 
3 
1944 45 46 47 48 49 50 5! 















% RETURN ON 


3 
i944 45 46 47 






CHART-4 


INVESTMENT 


REVENUE D 


INVESTMENT 


6% 


48 49 50 5I 








Fig. 3—Same as Fig. 2, Beginning in 1944, and 
Projected Through 1951 


erating revenue; operating expenses, 
taxes and depreciation; balance for re- 
turn; and per-cent return on investment 
for the electric utility industry for the 
years 1927 through 1948. 

Fig. 3 is the same as Fig. 2 (beginning 
in the year 1944) with the projections 
through 1951 made as follows: 
Investment: 

Projection 4, the investment, repre- 
sents the commitments for new equip- 
ment by years through 1951, with antici- 
pated retirements and write-offs. 

Gross Operating Revenue: 

Projection B is based upon the 1944-48 
trend. 

Projection C is based upon the 1935-48 
trend. 

Balance for Return: 

This was calculated from the follow- 
ing assumptions: 

1. The operating ratio in 1951 will be 
equal to the average for the years 
1946-7-8. This assumption is made 
despite the fact that the operating 


r 4 


Fig. 4—Same as Fig. 3, Showing Increased Per-Cent 
Return With Increasing Gross Revenue and 


an Average Operating Ratio 


ratio (operating expenses and taxes 
divided by gross operating revenue) 
has increased steadily from 54 per 
cent in 1931 to 74.3 per cent in 
1948. A leveling-off by 1951 is as- 
sumed for the following reasons: 
(a) The wholesale commodity 
price index probably has 
turned the corner. 
(b) New, more efficient genera- 
tion will replace high-priced 


generation. 
(c) Since the trend must change, 
management will probably 


find a way. 
(The combination of a, 6 and c¢ 
could easily cause a decrease in op- 
erating ratio.) 
2. Depreciation is assumed to be the 
investment in 


same per cent on 
1951 as in 1948. 
Per-Cent Return on Investment: 
Per-cent return on investment is ob- 
tained by dividing the balance for return 
by the total investment. 


Based on this study, it would appear 
that the industry per-cent return would 
be somewhere between B and C on Fig. 
3 if trends were allowed to take their 
normal course. However, this study also 
indicates that positive efforts should, and 
probably will be, made and snecific pro- 
grams prepared to increase the per-cent 
return on investment. 

Good utility management has always 
found a way to meet and solve its prob- 
lems. There is every reason to believe 
that the industry will take the necessary 
steps to increase its per-cent return. 

Yes, there is a need for a program of 
this kind. 


II—GENERAL OUTLINE OF 
PROGRAM 


First, let us determine what the indus- 
try needs to do to increase its return to 
say 6 per cent. Then we shall endeavor 
to make a few suggestions for individual 
company programs. 
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5—Same as Fig. 3 Showing Increased Per-Cent Return With 
Increasing Gross Revenue and Decreasing Operating Ratio 
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Fig. 6—Electric Utility Operating Ratio 1927 to 1948, 
Projected Through 1951 
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A—Increased Per Cent Return Accomplished 
by Increasing Gross Revenue with no 
Improvement in Operating Ratio. 


Fig. 4 was prepared as follows: 


1. 


2. 


Project per-cent return to 6 per 
cent. 

Calculate the Balance for Return 
by multiplying this 6 per cent by 
the investment. 

Assume depreciation to be the same 
per cent on investment as in 1948, 


. Assume that the operating ratio re- 


mains as the 1946-7-8 average, 
which is 71.9 per cent. 


. With this operating ratio calculate 


the gross operating revenue. 


It is noted from the chart that the re- 
quired gross operating revenue on this 
basis is 6.3 billion dollars at point D. 
This is greater than the gross operating 
revenue projected to point B on Fig. 3, 
which projection was made on the basis 
of the 1944-48 trend. 

It does not appear likely that the gross 
operating revenue can be pressed to this 
high point. 


B—Increased Per Cent Return by a Con. 
bination of Increased Gross Operating 
Revenue and Decrease in Operating 
Ratio. 


Fig. 5 was prepared as follows: 


l. 


6. 


Project per-cent return to 6 per 
cent. 

Calculate the Balance for Return 
by multiplying this 6 per cent by 
the investment. 


. Project the gross operating revenue 


to point E which is halfway be- 
tween point B and point C projec- 
tions on Fig. 3. This places the 
revenue somewhere between the 
1944-48 trend and the 1935-48 


trend. 


. Assume depreciation to be the same 


per cent on investment as in 1948. 


. Assume taxes to be the same per 


cent of gross revenue as the average 
for 1946-7-8. 

Calculate the operating ratio re- 
sulting from these assumptions. 


Under these assumptions, the operat- 
ing ratio at the close of 1951 would have 
to be 65.8 per cent. 

Fig. 6 shows the operating ratio for 
the years 1927 through 1948, actual and 
projected to 1951, under these assump- 
tions. 

It would seem reasonably possible to 
achieve this goal of gross operating reve- 
nue and operating ratio in order to reach 
the 6 per cent objective. 

However, this will require a positive 
effort and program. 
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Fig. 7—Electric Utility Industry Load Factor in Per Cent, 1920-1948 


Company Suggestions 

Following are a few suggestions that 

may assist a company in preparing a pro- 
gram of this kind: 

1. Project all of the company’s eco- 
nomic elements to 1951, based on 
present trends. 

2. Project the per-cent return to the 
desired percentage of say 6 or 6% 
per cent. Then project all of the 
other factors based upon the com- 
pany’s over-all program. All de- 
partments of the company will play 
some part in preparing a program 
of this kind. Here are a few spe- 
cific suggestions. 

Sales 

The sales department should prepare 
a complete sales program by years, 
broken down by classes of service and by 
individual appliances. The whole pro- 
gram should be designed to improve load 
factor, net revenue and per-cent return. 
Diversified Industry 

The industrial development depart- 
ment should specialize in attracting di- 
versified industry. 
Load Characteristics 

When per-cent return is declining with 
an increase in gross operating revenue, it 
Means we are not receiving sufficient 
money for the increased sales. The fault 
may lie in the character of the new busi- 
ness or may lie in the rate schedule. To 
determine the fault and make necessary 
corrections, we need to know more about 
the load characteristics of the various 
types of new business. More companies 
should engage in these studies which form 
the basis of good rate making. 


Cost Analyses 

Under present-day conditions, we need 
to be more scientific in our rate design so 
that we can be assured that an adequate 
increase in per-cent return results from 
the sales effort. Thus we need more cost 
analyses to determine the earnings by rate 
schedules and especially to determine the 
per-cent return that we realize from the 
bottom steps in our rates. These analyses 
naturally have their limitations. But they 
are a necessary guide to good manage- 
ment and a primary requisite in a pro- 
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gram designed to increase per cent re- 
turn. 


Rates 


Where rates are faulty, steps should be 
taken to make necessary corrections. Spe- 
cial consideration should be given to: 

1. Bottom steps of all rates. 

2. Rates to residential customers hav- 
ing a high demand and low load 
factor. Most residential block 
rates are designed to cover residen- 
tial customers within a fairly nar- 
row range. For large residential 
users above say 5 kilowatts, resi- 
dential rates should be equipped 
with a demand feature. 


Off-Peak Rates 

Consideration should be given to the 
specific design of off-peak power rates ap- 
plicable to those industries that can prof- 
itably operate during off-peak hours. 
Such off-peak provisions should be rigid- 
ly enforced whether or not the company 
has excess reserve capacity. 

Load Factor 

Most of these suggestions can be sum- 
marized in the one suggestion that the 
program be designed to improve load 
factor. The possibilities are great. 

Fig. 7 shows the electric industry load 
factor from 1920 through 1948. An im- 
provement in load factor from 60 to 69 
per cent will enable a typical company to 
increase its present 4.93 per-cent return 
to 6 per cent—by these routes alone. (See 


Fig. 8.) 
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Hold Down Capacity Reserve 

During the 30’s, plant capacity re- 
serves reached a 40 per cent high. Pres- 
ent rates cannot carry such excess. Much 
has been learned in the art of pooling— 
keeping reserves to a minimum. This 
pooling ‘should be a specific part of the 
program of increasing per-cent return. 
Sales Operating Ratio 

A sales accounting procedure should 
be established which will show the ratio 
of sales expense to the gross dollar in- 
crease produced by sales effort. This 
sales operating ratio is as important to 
the efficient operation of the sales depart- 
ment as is the over-all operating ratio 
of the company in determining the ef- 
ficiency of the company’s operations. 
Power Pool Investment 

The work-order procedure should be 
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designed so that there is shown not only 
the new investment to serve the particu- 
lar new business but also the allocated 
portion of the power-pool (power plant 
and transmission) investment. ‘Thus the 
work order will show total investment 
chargeable to the particular business. 
The net revenue from the business will 
then be related to the total investment 
so that management can be assured there 
is satisfactory per-cent return on total 
investment. Also, the procedure makes 
all key employees conscious of the im- 
portance of the power-pool investment. 
Sell the Organization 

Finally, the program of improving 
per-cent return should be properly pre- 
sented to all key employees. All will 
play some part in its success. Progress 
reports should be issued from time to 
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time with emphasis not on gross kilowatt. 
hour sales, nor gross revenue, nor even 
net revenue, but upon per-cent return, 

Obviously a program of this kind 
would have to be adjusted about once a 
year. Such adjustment, however, does 
not detract from its value. 


III—SHOULD WE START NOW? 


If we are to consider a sales program 
in this broad sense, it appears reasonable 
that we should be engaging in such a pro- 
gram now. If we are not, plans should 
be started as soon as practical. 

It takes from six to twelve months to 
prepare such a program, to have it un- 
derstood by the key employees, and to 
employ and train the necessary additional 
people. 

Yes, it appears we should start now. 





The Lawyer’s New Tasks in Rate 
Proceedings 
(Continued from page 256) 


gency increase. There was one dissent. 
One Commissioner could not understand 
why his colleagues thought that the mar- 
ket price of the stock would go up some 
20 points without more earnings. Unless 
that order is set aside, the company and 
its consumers can only hope for the best 
when the opinion is put to the test of the 
actual market. 

In another state (Maryland), a large 
company has just been allowed a tem- 
porary rate increase of about 111% per 
cent upon testimony that there had been 
a material increase in the cost of capital 
since the last prior order in 1946, and 
that the company’s actual rate of return 
had fallen below the rate found reason- 
able in 1946. That opinion stressed the 
extent to which the public is dependent 
upon the company for electric service 
and the fact that the capital therefor 
must and can only come from the in- 
vesting public and can only be attracted 
by an adequate return. 

Any departure from the most direct 
possible appraisal of current market re- 
quirements for a particular company, 
is fraught with danger. The commission 
in this State (New Jersey) is now be- 
ing asked to approve a deviation from 
a rate adjustment plan which attempted 
to establish a basic rate of return bv 
adjusting to the capital requirements of 
one company the earnings-price ratios of 
selected barometer stocks taken over a 
three-vear period. Experience has shown 


such a divergence from the rate so es- 
tablished that the return allowed is 
attacked as inadequate and unsound. It 
is pointed out that the free interplay of 
economic forces has produced test ra- 
tios based on market prices in excess of 
book values and that, under the plan. 
those ratios are then applied to book 
values and thus the return is less than 
what is necessary to support the market 
values which would attract required 
new capital at favorable cost rates. 

A collateral point to be watched in 
finding an over-all rate of return is the 
inclusion in surplus of equity capital 
when weighting the costs of bond and 
If surplus is left out in 
computing the average, as sometimes is 
done, the effect is equivalent to a cut in 


stock money. 


the rate base. 

‘These cases demonstrate that the is- 
sue of rate of return is a question of 
fact, not theory. Utilities must com- 
pete for their money and they must be 
allowed to earn enough to be success- 
ful in getting the investor’s dollars on 
good terms in relation to the rest of the 
market. 

The men who make their living in 
the 


buyers or expert economists or advisers, 


investment market, as sellers o° 
would seem to be best qualified to give 
the testimony on which findings of fact 
about it can be based. Their views have 
some influence on the market and their 


opinions about the market reception of 
a proposed security, within the range of 
normal preparation for issue, are the 
next best thing to the actual results of 
an offering. 

The market appraisal of a utility's 
securities reflects the composite judg- 
ment of the public at large, evaluating 
all the factors affecting the position and 
prospects of that utility. If that public 
judgment indicates a need for more 
earnings to bring a utility stock up to 
a little over par, or to bring it in line 
with the stocks of other companies with 
which it would otherwise seem to be 
fairly comparable, then it behooves all 
parties to the rate case to accept that 
judgment as a test of the soundness of 
any rate base being advocated and of 
the fairness of any previously estab- 
lished or preconceived rate of return. 

If public opinion in the market place 
dissents from the decision of a rate case, 
it is likely that there has been some er- 
ror in the decision which, I submit, the 
United States Supreme Court would 
admit. That court may view a rate 
order in its entirety and measured by 
its end results, but it must not be for- 
gotten that in the Colorado Interstate 
Gas Company case the same court said 
“That is not a standard so vague and 
devoid of meaning as to render judicial 
review a perfunctory process. It is 4 
standard of finance resting on stubborn 
facts.” 

If you adhere faithfully to that stand- 


ard you will, I am confident, come 
through your struggles with flying 
colors, 
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What Are We Selling For? 


By D. C. McKee 


President and General Manager, The Empire District Electric Company 


An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., June 2, 1949 


Y experience in the electric 
business has been varied and 
not limited entirely to sell- 
ing. My experience has been obtained 
with a comparatively small company 
grving relatively smaller communities 
and rural areas. 
| know the men with companies in 
large metropolitan areas have problems 
different from those of smaller operating 
companies. But, due to my association 
with a smaller company, I have perhaps 
been in a position to live through the 
years somewhat closer to Main Street 
and the people we serve, and may be 
able to judge what our customers expect 
of us and think about us as an industry. 
Instead of trying to advise our industry 
how it should sell, I propose to comment 
upon underlying problems and_philos- 
ophies of our business which should be 
considered in our thinking about sales 
policies. 
Maintain Flow of Capital 
At the outset, I want it clearly under- 
stood that I 
must keep themselves in a sound eco- 


recogn ize our companies 


nomic position both as to earnings and 
as to capital structure to be of continu- 
ing service. We should do everything 
possible which will maintain the flow of 
capital to our business, and attract the 
investing public to it. What I say is in 
full recognition of these fundamentals, 
and adherence to the principles I sug- 
gest should strengthen and maintain our 
financial security. 

The theme of this commercial pro- 
gram is very timely. The normal prog- 
tess of our industry has been distorted, 
particularly the selling and promotional 
activities of our companies, because of 
the war. A look backward over the his- 
tory of our industry discloses many dif- 
ferent cycles or eras in our efforts and 
activities. An attempt to look forward 
seems to suggest further changes. 

Just as the development of the United 
States witnessed the final disappearance 
of the western frontier, the development 
of the electric industry now witnesses 
the disappearance of its geographic 








Mr. McKee 


frontier. In place of the problems of 
acquisition, integration and expansion, 
there now emerges another cycle or era 
with new problems. If I were to gen- 
erally characterize the era ahead of us, 
1 would call it the era of more complete 
utilization. 


Full Utilization of Services 

Within the near future, through the 
cooperative eftorts of rural electrifica- 
tion distributing cooperatives and our 
companies, all of the rural areas, as well 
as the centers they surround, will be 
served. Then our objective will be to 
develop and promote full utilization of 
our services, and to provide these ser- 
vices at the lowest possible cost consis- 
tent with sound business principles. 

No Fixed Sales Approach 

A sales approach to accomplish the 
objective will have to be determined, 
In our business, there are many views 
regarding character and scope of sales 
activities. This is entirely natural be- 
cause there is no fixed pattern, which 
can be followed by all companies. 

Sales policies and programs must vary 
with each individual company, and de- 
pend, among upon the 
character of the territory served, eco- 


other things, 


nomic conditions prevailing at the time, 





existing loads and physical facilities, and 
earning situations. Therefore, there is 
always the question for an individual 
company of when to sell, what to sell, 
and how to sell. 

The management of each company 
must direct its selling policy and pro- 
gram as a musician plays a pipe organ. 
There are times when it is necessary to 
pull out all of the stops in order to ob- 
tain maximum volume, and there are 
times when the soft pedal should be ap- 
plied; and by the proper tone control, 
it is possible to obtain the harmony de- 
sired. In sales policies and programs, 
there are times when the loading con- 
ditions of plant facilities warrant stren- 
uous efforts to obtain certain industrial 
loads, which will quickly give increased 
volume. There are other times when 
the types of business, which improve load 
factors, are needed. 


Approaching Another Era 
During the war, we experienced a 
time when, for reasons beyond our con- 
trol, it was necessary to soft pedal pro- 
motional activities which might bring 
on loads detrimental to the war effort. 
As we approach the threshold of an- 
other era and every company is 
consideration to a sales program, it Is 


giving 


timely that we stop and ask ourselves, 
“What are we selling for—What is 
our purpose or objective in selling?” 
However varied might be the views of 
companies on sales efforts and programs, 
the answer to this question is vital to all 
of us. 

In order to perceive the implications 
of the inquiry, it is helpful to look back 
to the earlier days of our industry, and 
to inquire why our business was created 
and review what responsibilities we 
assumed. 

In the beginning, electricity was a 
great In some people it cre- 
ated fear. Some people thought the 
claims for its possible use were just crack- 


mystery. 


pot ideas. Some looked upon its devel- 
opment solely as a chance to make 
money. Others with vision realized that 
this great new force would revolutionize 
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our way of living and develop our in- 
dustrial strength. 

As our engineers developed the tech- 
niques of generation, transmission and 
use of electricity, the foundation of a 
great national industry was built. In- 
vestors were attracted to our industry 
and provided the money for its expansion 
as a free enterprise, and in a relatively 
short time, the great benefits of our 
electrical service were being carried to 
more and more people. 


Uneconomic Duplication 

Economic difficulties arose with the 
invasion of a particular field by more 
than one company, and the benefits of 
service to customers were imperiled by 
these difficulties. Municipalities and 
states soon generally recognized that ad- 
vantages could be obtained for their 
citizens under governmental regulation, 
and one of these advantages was the 
elimination of the uneconomic element 
of duplication. Under certificates of 
convenience and necessity granted by 
state authorities or by municipal fran- 
chises, definite territories and service 
obligations were assigned to the respec- 
tive companies. The particular company 
accepting such a certificate or franchise 
assumed the duty and responsibility to 
extend the benefits of electric service to 
the people in the assigned area, for any 
purpose for which service was found to 
be useful. This elimination of duplica- 
tion of facilities was found to be in the 
public interest. 

Then, what justified the existence of 
our companies as sole distributors of 
electricity in their respective areas? Our 
companies were not created solely for 
the purpose of providing an opportunity 
for investment. They were not created 
merely to provide employment. 

The companies and their manner of 
functioning under the regulated system 
were created as a result of the discovery 
of a new force, which was destined to 
alleviate the burden of mankind. Under 
this system and through the efforts of 
our industry, our product has done more 
to revolutionize our way of living, and 
to make our nation strong, than possibly 
any other single factor. 

It is true that, under the system of 
free enterprise, we have made possible 
the sound investment of the savings of 
people, and have provided the oppor- 
tunity for the initiative and efforts of 
thousands of men and women, but our 
industry could not have grown and will 
not continue to grow if it had not in 
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the past, and does not in the future ful- 
fill its obligations and keep before it a 
broad objective—a social objective. 

What is this objective? It is to make 
sure that this great force of electricity 
does accomplish the greatest social and 
economic good to all our people. 

We recognize that, even though the 
duplication of facilities is economically 
unsound and 
consumers, yet we are entitled to the 
exclusive rights and assigned territory 
under governmental authority only so 
long as we excel in meeting the respon- 
sibilities imposed upon us. It is the re- 
sponsibility of our engineering and oper- 
ating forces to make sure that adequate 
and dependable service is produced and 
delivered at the lowest possible cost, 
but it is the responsibility of the sales 
forces to complete utilization 
of our service, and to accomplish the 
broader social objective. 





disadvantageous to our 


obtain 


Social Obligations 


Our sales organizations must see that 
our service is utilized to the economic 
and social advantage of everyone. Ad- 
vantageous uses of electrical. appliances 
should be taught in every home. Com- 
mercial institutions should be told how 
our service can aid in the marketing 
and distribution of their wares. Indus- 
try should be shown how our great ser- 
vice can improve the quality of manu- 
factured products and reduce the cost of 
production. All of our people should 
know that the service and resources of 
the electrical industry are dedicated to 
community, farm and industrial devel- 
opment. All of our people should know 
of our worthy achievements of the past 
and that they can be maintained or sur- 
passed in the future only by us. 

In general, these are the responsibili- 
ties of our industry. To discharge them 
is why we are selling. To meet our re- 
sponsibilities is our duty as the sole pur- 
veyor of electric service in our area. 

In accomplishing our great social obli- 
gation under the free enterprise system, 
it is mecessary to use the savings of the 
people we serve and apply the “know- 
how” of our trained organizations. Our 
success requires the proper stewardship 
of funds invested in our business. 

I believe the investing public and 
persons engaged in attracting funds to 
our industry must be better informed 
as to our obligation. They should real- 
ize that the security of their investment 
will depend upon the company’s ability 
to extend its service, to build for the 
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future to keep ahead of public needs, 
and to pioneer continually in the field 
of utilization of our service, and fulfil] 
our social objective. 

In order to fulfill our obligation, we 
also must attract to our business the 
best brains and talent, and the most pub- 
lic-spirited and loyal people it is possible 
to find. To do this, we must adequately 
reward them for their efforts. 


What Are We Selling For? 


I ask again, “What are we selling 
for?” Are we selling just to make our 
companies bigger? Bigness is only jus- 
tified if it results in greater economy 
or greater service.. Are we selling just 
to make a profit on merchandise? If 
that is the case, we should go into the 
merchandise business without engaging 
in the power business. Are we selling 
just to build up a large sales personnel? 
If so, our sales executives are missing 
the spirit of their obligations. 

I have avoided blueprinting a definite 
pattern of specific sales effort. I shall 
present a gauge by which any sales plan 
should be tested as meeting our social 
objective: Will our sales efforts increase 
the comfort or convenience of our cus- 
tomers? Will our sales efforts increase 
production or reduce costs for the users 
of our service? Will our sales efforts 
increase the employment and_purchas- 
ing power of our people? Will our sales 
efforts contribute to the health and 
safety of the public? Will our sales 
efforts contribute to the improvement 
and the economic welfare of the com- 
munity we serve? Will our sales efforts 
bring credit to our company and a rec- 
ognition by its customers that we are 
more than fulfilling the obligations we 
assumed by acceptance of a grant of the 
exclusive privilege of service? 


Services Not Measured By Meters 


The field of selling is not limited. 
We sell electricity, yes, but we are sell- 
ing services that are not measured by 
our meters, and which mean as much, in 
many instances, to the satisfaction of 
our customers as does the quality of our 
service. Our industrial engineers can 
become indispensable to our industry. 
Our lighting, heating and other experts 
can be of limitless value to industry, to 
business, and to the homes. Our home 
service and appliance sales and service 
organizations are indispensable in carry- 
ing the benefits of our service into the 
home. 
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| realize that there are many methods 
of doing this, either through direct mer- 
chandising or through dealers, or by a 
jealer cooperation plan doing both, but 
the efforts of our industry are vital in 
this field. Great opportunities exist in 
the field of agriculture, not only in the 
ytilization of our service, but through 
participation in programs for the im- 
provement of soil and farm practices. 
The industrial development activities of 
the community need the leadership and 
the resources that we have at our com- 
mand. There are many other fields of 
opportunity in selling, all necessary to 
fulfill our responsibilities and social ob- 
jective. 

We should aggressively publicize our 
activities and our services, and tell the 
story of the accomplishments of our 
business. But, it is by performance of 
our duties, by the attainment of results, 
by doing the job as well as talking about 
it, that we will earn the confidence of 
the public and their approbation of our 
efforts. 


Conflict in Philosophies 

Why have I stated over and over 
again the number of our responsibilities 
and the broad scope of our sales obli- 
gations? For this reason. In this coun- 
try today, there has developed a great 
conflict in the thinking of our people, 
a conflict of philosophy, a conflict of 
principles as to the relation of govern- 
ment to industry. In this conflict, our 
industry has been singled out for attack. 
You may or may not agree with me 
that this attack is a calculated scheme to 
entice the public into some form of so- 
cialism or statism. 

There are many deliberate efforts to 
bring statism about, but I believe that 
the vast majority of those who advocate 
a change from our established American 
principles are unaware of the ultimate 
end of the path down which they are 
being led. They must realize that gov- 
ernment ownership of the electric power 
business is one of the first steps toward 
socialism. They must recognize that the 
electric power industry has been the key 
industry to be socialized in other coun- 
tries where this philosophy of statism 
has triumphed over free enterprise. 

You know that, in general, the at- 
tacks on our industry are unwarranted. 
No industry has contributed more to 
the welfare of mankind in such a short 
Period of time than has our own. No 
industry has better kept faith with the 
people it serves, and recognized and 
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fulfilled its obligations in a more dy- 
namic and efficient manner. This has all 
been accomplished without the aid of a 
paternalistic government. 

The people should be made aware of 
the advantages they have derived from 
our industry as an investor-owned, gov- 
ernment-regulated, taxpaying industry 
dedicated to the public service. They 
should be made aware that we deserve 
every encouragement from all branches 
of government—municipal, state and 
federal—instead of being singled out as 
a target for governmental competition 
and socialization. 

Our government and _ the 
should be reminded that the 
investor-owned electric industry, with- 
cut government subsidy, provided the 
power for American industry to meet 
the demands of war. In the words of 
the Chairman of the War Production 
Board, “Power has never been too little, 
never too late!” If we are to maintain 
a strong electric industry to protect our 
national defense, we should not be 
weakened by threats of government sub- 
sidized competition. 


people 
sound, 


False Prophets 


I have a firm faith and belief that the 
people of this country will ultimately 
recognize that the voices calling for the 
destruction of our industry are those of 
false prophets. There is still a general 
belief in the fundamental principles of 
private enterprise, which made this 
country great, and by means of which 
it is the country in the world receiving 
the highest blessings of electric service. 

We are not going to still these voices 
of socialism or stop the trend towards 
socialism or statism, and preserve our 
electric industry merely through wishful 
thinking. It will be through our efforts 
alone that we succeed. That is why I 
say it is time to stop and ask ourselves, 
“What are we selling for?’ You and 
I know that our industry has done a 
magnificent job. We are confident that, 
in the era ahead, our industry will con- 
tinue to measure up. 


Dynamic Sales Organization 


I believe that efforts to socialize our 
business, as a step in the process of social- 
ization of all business, will fail. But I 
also say to you that this will happen only 
if our companies, those serving in metro- 
politan areas as well as those in the most 
remote rural areas, maintain dynamic 
sales organizations, instructed and em- 
powered to promote broad social objec- 
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C. A. Leland 
(Continued from page 252) 


returned after service in France as an 
artillery captain in World War I. His 
next association was with the Kansas 
Power & Light Co. at Topeka, as con- 
struction engineer, becoming in 1926 
vice president and general manager of 
the organization. For a time in 1927 
he managed both the Kansas and the 
Iowa companies. He was president of 
the Kansas Power & Light Co. from 
1931 to 1933, in addition to his Des 
Moines duties. 

When Mr. Leland went to Des 
Moines in 1927, the Iowa Power & 
Light and affiliated organizations were 
delivering 108 million kwhr of electric- 
ity annually. Last year the company 
marketed 571 million kwhr. The aver- 
age demand for electricity in 1927 was 
about 35,000 kw; today it is nearly four 
times that figure, or about 125.000 kw. 
In the 22 years since Mr. Leland as- 
sumed direction of Iowa Power & Light, 
its farm power lineage has increased 
from 304 miles of line to more than 5300 
miles; and electric customers have in- 
creased from 44,600 to 128,000. 

Mr. Leland was a director of the 
United Light & Railways Co. and its 
subsidiary, the Continental Gas & Elec- 
tric Co., Chicago, IIl., holding companies 
of lowa Power & Light. 

He was also a member of the Ameri- 
can Institute of Electrical Engineers. 





tives which will lead as rapidly as 
possible to the complete utilization of 
our service for the benefit of our people. 

The opportunity is ours. The duty 
is ours. The avenues are open to us. 
What we must do is to provide enlight- 
ened, aggressive sales leadership, which 
will convince the public that our interests 
are their interests, and that their best 
interests are common with ours. Our 
actions must continually inspire and 
warrant the public to oppose inroads 
on our industry, which will pave the way 
for their own ultimate socialization. 

A new selling slogan has _ been 
adopted to inspire the public—“Of 
course—it’s electric.” I think this is fine. 

But I believe another slogan may be 
needed to inspire ourselves. If so, here 
it is: “Where there is a need—Take the 
lead.” 

With this realization of our obliga- 
tions and responsibilities and opportuni- 
ties—Stop and think—What are we 
selling for? 
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The Sale We Must Not Lose 


By Merrill E. Skinner 


Vice President, Union Electric Company of Missouri 
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An address before the Seventeenth Annual Convention of the EEI, Atlantic City, N. J., Jume 22, 1949 


HILE every salesman expects 

to lose a sale once in a while, 

he is occasionally confronted 
with a situation where his whole future 
depends upon the outcome of a single 
negotiation. Today, the electric utility 
industry faces such a crisis. We are ne- 
gotiating a sale we dare not lose, or we 
are out of business—out of a job. That 
sale, of course, is to the people of the 
United States. It involves their accep- 
tance of business management for utility 
operation. 

You have heard a lot about it at this 
Convention, both on the program, in 
the corridors, and in your discussions 
with fellow delegates. It is THE prob- 
lem of the industry, transcending all 
others. If we lose this sale we can for- 
get the rest of the problems because they 
will become the responsibility of some- 
one else—presumably some agency of 
Government. 


A Tough Selling Job 


We are in the position of the mission- 
ary trying to sell the cannibals on the 
idea that he can do them more good by 
helping with mind and spirit than by 
satisfying their appetite. It is a selling 
job and a tough one. 

So, it seems appropriate, as we wind 
up this closing session of our Conven- 
tion, to leave with this problem upper- 
most in our minds. My purpose is to 
again remind you of its importance, to 
urge the yse of sound sales psychology 
in dealing with it, and to suggest sources 
of potent assistance, of which you may 
or many not be taking advantage in 
your company. I will suggest five ques- 
tions which I believe we should be ask- 
ing ourselves as we return to our desks. 

In the usual sales situation, the sales- 
man is trying to persuade the prospect 
to try something new. He 
every weakness and dissatisfaction with 


trades on 


the present, and stimulates his prospect’s 
mind with word pictures and demon- 
strations of the benefits to be enjoyed 
from the product or service he offers. 
He is the aggressor, and most of us 
have been on the receiving end enough 


to realize the advantage which he enjoys. 
One of the things that makes this job 
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so tough is that we are on the defensive. 
We are trying to keep the prospect satis- 
fied with what he has, trying to per- 
suade him that the benefits he presently 
enjoys are such that he is not warranted 
in the risk that is inherent in trying 
something new—trying to persuade him 
against the promises made by the pro- 
ponents of the competing system of op- 
eration. 

The basic principles of sales psychol- 
ogy are relatively simple. Many of you 
know that the Edison Electric Institute 
has provided an excellent basic sales 
training course which can be presented 
in 15 to 16 hours of classroom instruc- 
tion. The entire text of this course can 
be read in about an hour. Reading the 
text or even taking the course does not 
will 


occasion to use 


remind 
sales 


make a salesman—but it 
those who have 
psychology in their work of the right 
and the going about 


wrong ways of 


their job. 


Increasing Sales Effectiveness 

For those who instinctively use the 
proper sales approach, it will rationalize 
and explain why some of your tech- 
niques work better than others. For 
others to whom the instinctive sales ap- 
proach does not come so easily, it will 
provide valuable suggestions to aid you 
in better handling your share of this in- 


So, I ask Question 


dustry sales job. 


No. 1—“Have you taken full advantage 
in your company of this valuable tool?” 

In asking that question I suggest you 
think beyond the limited number of peo- 
ple in your organization who are classi- 
fied as sales people, engaged in expand- 
ing the use of electricity among your 
customers—and consider the possibility 
of increasing the sales effectiveness of 
your entire organization in meeting this 
No. | industry problem, by giving them 
at least a nodding acquaintance with 
proper selling methods. Your own Sales 
Department should be able to put to- 
gether an acceptable short course in 
Basic Sales Psychology. 





Basic Sales Principles 


What are some of these basic sales 
principles? One of them emphasizes the 
importance of providing the salesman 
with a thorough knowledge of the prod- 
uct, particularly what it will do for 
people. And, so, the first lesson for sales 
groups is to analyze the product. What 
does it do? What are the advantages of 
its performance? Consciously or un- 

the prospect always asks 
“What benefits will J enjoy if I buy 
this?” 

Being equipped with this answer as 
a prelude to actual contact with the 


consciously, 


prospect, you must then gain his atten- 


The time-honored formula is to 
learn as much as you can of your pros- 
pect’s state of mind; to create a friendly 
atmosphere; to secure his attention by 


tion. 


outlining and demonstrating the bene- 
fits he will enjoy by adopting your sug- 
gestion, and by creating in his mind 
dissatisfaction with substitute methods. 
That means we should look old “status 
quo” squarely in the eye—analyze every 
advantage it offers, and busy ourselves 
eliminating any disadvantage that such 
an analysis discloses. And remember, 
it must be the advantage to the other 
fellow, not to you. 


Question No. 2 might be “How thor- 
oughly and intelligently have you classi- 
fied and organized the advantages to the 
public of business-managed utility op- 
eration and the disadvantages of other 
methods ?” 
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of the Missouri Association of Public 
Utilities recently, Mr. J. W. McAfee, 
President of our Company, pointed out 
some of the weaknesses in the opposi- 
tion’s arguments as follows, and I quote: 
“People have been conditioned to the ac- 
ceptance of misleading clichés and phrases so 
that many have ceased to analyze them. 
“For example: let us take the phrase ‘public 
ownership.’ What other kind of ownership 
can there be in this country? The public owns 
and must support all of the subdivisions and 
agencies of Government. The only question 
of ownership is: Shall it be voluntary or in- 
voluntary? Will we continue to put some pre- 
mium on the industry and frugality of the 
individual and allow those who accumulate 
savings to choose for themselves what invest- 
ments they will make, or will we, by the use 
of the taxing power, force the individual to 
be an involuntary investor in business? 
“One more phrase,’ Mr. McAfee said, “is 
worthy of examination. It has a very appeal- 
Is a thing made 
‘cheap’ by concealing its cost with subsidy, by 


ing sound—‘cheap power.’ 


freeing it of the cost of supporting the normal 
functions of Government, and by allocating 
large parts of its cost to other objectives such 
as flood control, irrigation, etc.? 

“Electric power can be produced only by 
converting one form of energy into another. 
This is done by machines of various Kinds. 
These machines must be run and managed by 
men and women. Their function is in no way 
affected by the type of ownership. 

“The real question is: Under what system 
can the men and women involved work most 
eficiently? Is the best result produced by the 
Government or by a private business or- 
ganization ?” 


More of that type of searching analy- 
sis and appraisal of the arguments used 
by the opposition is needed. 


Satisfied Customers 

Satisfied customers are certainly a 
basic essential in meeting the attack we 
face. We cannot expect to stay in busi- 
ness very long under the political climate 
applicable to our industry today unless 
we can meet that test conclusively. It is 
well to remember that giving good ser- 
vice at low rates may discharge our 
obligation as a service industry but such 
action of itself falls far short of any 
contribution to the problem under dis- 
cussion, 

Customers may discover the benefits 
of our service eventually—but dare we 
wait? Their satisfaction with what thev 
buy from us and their attitude toward 
us can be enhanced — their favorable 
opinion arrived at more quickly, if we 
temind them of the benefits which they 
enjoy from the service we now supply 
them and for any additional service we 
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can persuade them to purchase. Here is 
the advantage we gain if we sell our 
service instead of letting the customer 
buy it. 

Every well handled sales transaction 
makes friends. Price is not everything, 
and there is real satisfaction in a pur- 
chase where the benefits to be enjoyed 
have been ably and enthusiastically made 
clear to us by the salesman. It also es- 
tablishes the basis for a friendly regard 
which will last for years if it is culti- 
vated and not adversely affected by sub- 
sequent carelessness. 

I would hazard a guess that everyone 
counts some salesman among his per- 
sonal friends, one who has sold you well, 
earned your respect, and won your 
friendship. So Question No. 3 might 
well be: “Are we using our contacts 
with our customers to convert them into 
satisfied customers quickly ?” 


“Something For Nothing” 

Even if we 
are blessed with the most contented cus- 
tomers in the world, we can still lose 
this most important sale. In the same 
from which I quoted previ- 
ously, Mr. McAfee in commenting on 
the postwar performance of the utility 
industry, and measuring it against the 
objectives set for business by the Ad- 
ministration, said, and I quote: 


But, that is not enough. 


address 


“No other industry met the test so well as 
the utility companies... 

“How, then, can you explain the acqui- 
escence of the public in the onslaught of those 
who seek to substitute political management 


for business management in the utility field? 


There can be but one answer—the great 
avalanche of propaganda built largely 


around the fraudulent principle of ‘something 
for nothing’, which has been so insistently 
pressed on the public consciousness.” 

Time was when the limits of an in- 
dividual municipality bounded any mu- 
nicipal ownership problem—but not any 
more. The arena of conflict in ideology 
has enlarged until it takes in the entire 
with the principal factors 
which determine the eventual outcome 
of the contest being settled in the halls 
of Congress in Washington. 

Our competition makes its headquar- 
ters in Washington and its grand strat- 
egy is concocted there in the deeply en- 
trenched bureaucracies of the Federal 
Government. 


country, 


Here is where they mea- 
sure our stewardship, develop their sales 
arguments and their sales strategy. 
To win our case, the most difficult 
obstacles to be overcome are elements 
of the Federal Power Policy, such as 
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devised “preference 
Through such quirks of law, 
the Federal bounty is extended to some 
of our citizenry while it is withheld 
from others, even though they make the 
same contribution through taxes. How 
can salesmanship help in such a situa- 
tion? Let’s examine that question for a 
moment. 


the cunningly 
clauses.” 


Buying Motives 

A recognition of the buying motives 
which activate prospects is another basic 
principle of selling. There are many 
ways of describing these motives which 
all add up to about the same thing. I 
like the classification used in the EEI 
Basic Sales Training Course: 

Profit and Economy 

Comfort or Convenience 

Health and Safety 

Pride and Prestige 
can all 
be classed as appealing to one or more 
of these buying motives, and different 
people may buy the same thing for en- 
tirely different reasons. The dominant 
buying motive must be sought and dis- 
covered in each instance. That being 
the case, it might be well to review the 
arguments we are using to see which 
ones are likely to be most effective. 


Effective selling arguments 


We can help ourselves too if we can 
discover which arguments are most con- 
vincing with different segments of the 
public. An argument which appeals to 
the man on the street in your own home 
town may fall perfectly flat when pre- 
sented to the Congressman representing 
some other state, so it would seem to be 
in order for us to ask Question No. 4: 
“What are the dominant buying mo- 
tives which will be most effective in 
persuading each segment of the public 
to our point of view?” Having deter- 
mined them, we should use the best 
arguments we can muster that will ap- 
peal to such motives. 

There is nothing for which we need 
apologize in the kind of selling I have 
been talking about. Today, the sales- 
man’s stock in trade are the facts which 
pertain to his product or service. There 
is never a need to apologize for the pres- 
entation of facts. We will not be as 
efficient as we might be unless we pre- 
sent our facts adroitly and in accor- 
dance with the sound principles of suc- 
cessful sales psychology. 

Complete candor is vital to good pub- 
lic relations, and we, at Union Electric, 
feel that it should be the kevstone of 
our press relations. We feel that our ex- 
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perience during the period, when our 
margin of reserve capacity all but dis- 
appeared, provides powerful arguments 
in favor of complete frankness. 

We, of course, saw the squeeze com- 
ing long before anyone else in the com- 
munity was even aware of such a possi- 
bility. We organized a steering commit- 
tee from among our top executives to 
develop our course of action and our 
policy. We first took pains to see that 
every possible step was taken to protect 
our customers’ interest. We prepared 
to face operating gambles which would 
never have been attempted under normal 
conditions. 


Emergency Press Conference 


When adverse water conditions at our 
hydro plants indicated difficulties ahead, 
our executive vice president called rep- 
resentatives of the Press to his office. He 
laid all the facts of the situation before 
the newspaper men telling them: 

Why the situation had developed. 

What we had done to meet the ex- 

pected crisis. 

W hat building program we had under 

way to restore ample reserve, and 

How we planned to deal with emer- 

gencies if and when they developed. 

With members of the steering com- 
mittee and key staff members present, 
he invited questions. And there were 
plenty! No question was side-stepped 
or dropped until the press representa- 
tives were completely satisfied with the 
answers. This open-door policy has pro- 
vided the news services with all of the 
facts as the situation developed and has 
allowed them to be the judges of what 
constituted news. 

During one emergency, the reporters 
even set up temporary headquarters in 
the office of our operating vice president. 
We think this has proved to be a very 
sound policy. We know that the essen- 
tial facts of the situation were presented 
to the public fairly and probably more 
skillfully than we could have done if 
we had been accorded editorial privi- 
leges. We can recall no instance where 
information available to the newspapers 
was used carelessly or so as to embarrass 
the Company’s efforts to meet the situa- 
tion. 

Another thing every good salesman is 
trained to do is spelled out in the ad- 
monition “Use the User.” By calling 
on customers to whom he has already 
sold his product or service, he finds what 
they like about it, rekindles his own 
and their enthusiasm, and obtains their 
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Preston S. Millar 


RESTON S. MILLAR, president 

of Electrical Testing Laboratories, 
Inc., died suddenly of a coronary throm- 
bosis at his summer home at Glen Spey, 
N. Y., on June 17. He was widely 
known and highly regarded in the elec- 
trical industry and in illuminating engi- 
neering circles. 

Born in Andover, N. J., on March 9, 
1880, Mr. Millar began his lifelong ca- 
reer in the testing laboratory business 
and illuminating engineering in 1897 at 
the Lamp Testing Bureau of the Asso- 
ciation of Edison Illuminating Compa- 
nies at Harrison, N. J. The Bureau later 
became the Electrical Testing Labora- 
tories in which Mr. Millar held various 
positions, becoming president in 1929, 
and continuing in that office when the 
corporation was succeeded by Electrical 
Testing. Laboratories, Inc., in 1942. 

Mr. Millar was one of the founders 


of the Illuminating Engineering Society, 
its president in 1913, and a recipient of 
the IES Gold Medal in 1945. He also 
served as president with the U. S. Na. 
tional Committee of the International 
Commission on Illumination from 1936 
to 1948, the American Council of Com. 
mercial Laboratories from 1937 to 1939 
and of the New York Electrical Society, 
Inc., in 1943-44. He was a vice presj- 
dent of the National Society for the Pre- 
vention of Blindness; a fellow of the 
American Physical Society, the Ameri- 
can Association for the Advancement of 
Science and the Illuminating Engineer. 
ing Society ; and a member of the AIEE, 
ASTM, American Optical Society and 
Association of Consulting Chemists and 
Chemical Engineers. 

Mr. Millar is succeeded as president 
of Electrical Testing Laboratories, Inc., 
by F. Malcolm Farmer. 





assistance. People who have found the 
solution to a personal problem usually 
like to tell others of their success. In a 
similar manner, groups who are being 
assailed by the same challenge are likely 
to join in a common defense. So I raise 
Question No. 5: “What can we do to 
get other groups to realize they may be 
next?” If they can be convinced that 
they too may be in danger, they will be 
much more sympathetic to our problem. 
a member of a 
bridge club which includes several doc- 
tors. This same group has played at 
regular intervals for many years. Sev- 


One of our men is 


eral times in the past the utility man 
has been put on the defensive by ques- 
tions from his doctor friends, indicat- 
ing a certain sympathy for some piece 
of Government ownership propaganda 
which had come to their attention. R-- 
cently, he reports a great change in the 


attitude of these men. Now they display 
the sympathy and understanding that 
come to people as they go throuch some 
hazardous experience together. The pity 


had to be 
threatened before they sensed a>vthing 


is that their own situation 


adverse to them in the utility picture. 


Socialized Medicine 


Former Governot of Wyoming, Les- 
lie A. Miller, who served as Chairman 
of the natural resources task force of 
the Hoover Governmental Reorganiza- 
tion Commission, was recently quoted 


in one of our St. Louis papers as follows: 

“The doctors of this country are complain- 
ing about socialized medicine. In my judg- 
ment, what advocates of socialized medicine 
want to do isn’t one-two-three with what the 
Reclamation Bureau and the Army Engineers 
are doing to take this 


country down to 


socialism.” 


Previews in Britain 

And there are other groups who 
should make common cause with us. By 
keeping a watchful eye on what is hap- 
pening in Britain, we see a preview of 
the pattern many would impose on this 
country. The social planners do not 
keep their plans a secret, and we might 
now find some allies in the steel busi- 
ness, since the planners have disclosed 
how willing they are to proceed boldly 
and to put Government further and fur- 
ther into business, including the steel 
business in this country. 

We, in the electric industry, have 
learned the value of cooperation among 
the various segments of our own indus 
try and it should be easy for us with that 
experience to extend the scope of that 
cooperation and enlist the strength of 
these other groups. In such a coalition, 
aroused by a realization that a threat to 
any one member of the group must 
eventually involve all, we might find 
the collective strength to turn the tide 
in our favor. Let’s call it a sort of 
North Atlantic Alliance of the Ameti- 
can Idea against Creeping Socialism. 
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Atton T. LITTLEFIELD has been 
dected a vice president of the Central 
Maine Power Co., Augusta. 

Graduating from the University of 
Maine in 1921, he joined the company 
as a security salesman. Later he served 
gs advertising manager, director of pub- 
licity and public relations, and general 
commercial manager. In 1947 he became 
manager of division operations, opera- 
tions of which he wili continue to direct 
in his new office. 

CarROLL S. MITCHELL, assistant to 
the president, Central Maine Power Co., 
has been named assistant secretary, suc- 
ceding Mr. Littlefield. Mr. Mitchell 
joined the New England Public Service 
(Co., Augusta, in 1927 in the statistical 
department. In 1935 he became assistant 
to W. S. Wyman, late president of the 
Central Maine company. 


James H. Foore of Jackson, Mich., 
chief engineer of The Commonwealth 
& Southern Corp. (New York), has 
been elected a vice president of that com- 
pany. 

Commonwealth of New York is the 
mutually owned service company for the 
subsidiaries of the Commonwealth & 
Southern Corp. (Del.) and, under the 
proposed reorganization plan now before 
SEC in connection with the dissolution 
plan for Commonwealth of Delaware, 
the service company will be reorganized 
as an independent company, tentatively 
named Commonwealth Services Inc. It 
is expected that Mr. Foote will continue 


Fas an officer of the new company. 


Nationally known in engineering cir- 
cles, Mr. Foote has been a practicing 
engineer in the state of Michigan for 
more than 30 years. He is a son of 
the late James B. Foote, one of the 
founders of Consumers Power Co. 


Epwarp P. Noppet has been elected 
avice president of Ebasco Services Inc. 


| He has been a director of the company 


since 1942. 

Mr. Noppel has been associated with 
Electric Bond and Share Co., and its 
subsidiary, Fbasco Services Inc., since 
1925 when he started as an assistant gas 
engineer, Later he became sponsor en- 
gineer, operating sponsor and then gen- 
tral consultant. 

After graduating from the University 
of Pennsylvania, Mr. Noppel was em- 


ployed as an assistant engineer for the 
Scranton Railway Co. and later by the 
U. S. Navy Department in Philadel- 
phia as an engineering assistant in con- 
nection with the construction and op- 
eration of gas and power plants. 


Cart F. Myers, formerly engineer 
in charge of overhead construction for 
the Puget Sound Power & Light Co. at 
Seattle, Wash., has joined the Electric 
Bond & Share Co. He is now at Ebasco 
International in New York on an engi- 
neering assignment on electric proper- 
ties. 


M. L. Warne, planning engineer of 
Consolidated Edison Co. of New York, 
Inc., since 1947, has been elected an 
assistant vice president. Mr. Waring 
will assist James F. Fairman, vice pres- 
ident in charge of electric and gas pro- 
duction and operation. In 1933, Mr. 
Waring joined the New York Edison 
Co., a predecessor of Consolidated Edi- 
son Co., as a junior engineer. Three 
years later he was made an assistant en- 
gineer. Following military service in 
World War II, he returned to Consoli- 
dated Edison, spending a year on the 
company’s executive development pro- 
gram. Since 1947 he has been responsi- 
ble for planning the development of the 
system’s electric, gas and steam proper- 
ties. 


Announcement has been made of the 
appointment of Rospert C. HIENTON to 
succeed JACK E. NortH as general sales 
manager of The Cleveland Electric II- 
luminating Co. 

Mr. Hienton’s present position as 
manager of the industrial sales depart- 
ment will be assumed by J. R. Davin. 
RaAyMonD E. MAuskK will succeed Mr. 
David as supervisor of the industrial 
sales department for the central and 
western districts, and RANDALL J. 
Mitier will take over Mr. Mausk’s 
present position of assistant to the gen- 
eral sales manager. Mr. Miller has 
been assistant manager of residential 
sales. 

Mr. North joined the Illuminating 
Company in 1919. He was named direc- 
tor of residential sales in 1934 and be- 
came general sales manager in 1943. He 
drew up the first promotional program 
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for the Electrical League of Cleveland, 
in which he has been very active since 
1920. He became president of the 
League in 1923 and served continuously 
in that position until last January. In 
1933, Mr. North received the James 
H. McGraw Medal for fostering co- 
operation in the industry. He was also 
the first president of the International 
Association of Electrical Leagues and 
chairman of the National Better Light- 
Better Sight Bureau. 

Mr. Hienton was located in the com- 
pany’s eastern district headquarters at 
Ashtabula from 1928 to 1942. He was 
director of the industrial development 
division from 1943 to 1947. 


Howarp P. SEELYE has been ap- 
pointed chief engineer of the engineering 
department of The Detroit Edison Co. 
Epwarp R. Moore is appointed assis- 
tant chief engineer of the department. 

At the same time it was announced 
that the name system engineering, for- 
merly designating the engineering group, 
is changed to engineering department 
and will consist of the planning, civil, 
electrical and mechanical engineering 
divisions. 

Mr. Seelye, a graduate in civil engi- 
neering from the University of Michi- 
gan, joined the company in 1916. Be- 
fore his recent appointment he was chief 
electrical engineer in charge of the elec- 
trical section of the engineering division. 

Mr. Moore, who is a graduate elec- 
trical engineer from Pennsylvania State 
College, came to the company in 1926, 
and was formerly assistant to the chief 
engineer of the system. 

ARTHUR S. ALBRIGHT, controller of 
The Detroit Edison Co. since 1943, has 
been elected treasurer of the company 
by its directors. Mr. Albright succeeds 
John L. MacLeod who died last May. 
The board also appointed CHar.es R. 
LANDRIGAN, heretofore 
troller, as controller. 

Mr. Albright joined The Detroit 
Edison Co. in 1912 as an engineer in the 
statistical department after his gradua- 
tion from Ohio State University with 
a degree in electrical engineering. He 
served as superintendent of meters and 
acting chief of research before his ap- 
pointment as controller. 

Mr. Landrigan started with Detroit 
Edison as a repair parts clerk in 1912 
and became chief clerk of power plants 
in 1915. After an enlistment in the 
Army Ordnance Denvartment in 1917, 
he returned to the company in the con- 
struction department and was _trans- 


assistant con- 
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ferred later to the controller’s staff. He 
became assistant controller in 1932. 

The board of directors also announced 
the appointment of Etprep H. Scorr 
and J. Hupert Mclsaac as assistant 
controllers, and the appointment of 
Louis C. PROVENCHER as assistant sec- 
retary of the company. 

Other promotions announced were: 
Everett E. ROLt, assistant to the gen- 
eral accountant; Ray J. PLourDE, as- 
sistant supervisor, general accounting 
department; JAMES R. WATSON, super- 
vising accountant; ANTHONY J. MAaI- 
HOFER, assistant property engineer, and 
ARTHUR E. Busi, statistician. 

Atoysius C. MARCERO, superinten- 
dent of the Conners Creek plant of The 
Detroit Edison Co., has retired after 35 
years of service with that company. Mr. 
Marcero has been superintendent of the 
plant since 1923. Mr. Marcero’s place 
will be taken by ALBERT C. PASINI. 

Also retiring is WEsLey W. Break, 
plant engineer of the company’s central 
heating plant on Beacon St. Mr. Break’s 
place will be taken by EpmMuND N. 
Brown. Mr. Break was appointed plant 
engineer at Beacon St. during its con- 
struction in 1926 and has been in direct 
operating charge of it up to the time of 
his retirement. 

Mr. Marcero has been closely asso- 
ciated with the company’s pioneering 
work for boiler and turbine development 
and has had an active part in planning 
the two new 100,000-kw turbines which 
are scheduled for installation at Conners 
Creek in the near future. 

Mitton H. Prince has been ap- 
pointed director of personnel of the 
Minnesota Power and Light Co., Min- 
neapolis, and T. O. PERRAULT, director 
of safety. The promotions resulted from 
vacancies created by the retirement of 
W. C. Lounssury, who had held both 
positions. Mr. Perrault first became as- 
sociated with the company in 1941, and 
Mr. Prince in 1936. 


A. S. Corson has been 
comptroller of the Philadelphia Electric 
Co. Mr. Corson’s entire business career 
has been with the United Gas Improve- 
ment Co. and affliated companies. He 


appointed 


was a Vice president of that company at 
the time of his recent appointment. 


W. S. FLEMING has been appointed 
special agent in the executive depart- 
ment of the California Electric Power 
Co., Riverside, Calif. Mr. Fleming 
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started with the company in 1922. In 
1931 he was appointed supervisor of 
merchandise sales and in 1936 was ad- 
vanced to merchandise manager. In 
1942 he became sales manager, the: posi- 
tion he held at the time of his recent 
promotion. 


WALTER J. LYMAN has been appoint- 
ed Manager, Planning and Develop- 
ment Department, Duquesne Light Co. 
Also announced was the appointment of 
E, A. HEsTer as consultant to the man- 
ager of the Planning and Development 
Department. 

A native of Cambridge, Mass., Mr. 
Lyman was graduated from Carnegie 
Institute of Technology in 1924, with 
a bachelor of science degree in electrical 
engineering. 

Entering the employ of the Duquesne 
Light Co. in 1924, as an apprentice en- 
gineer, Mr. Lyman has since served as 
a junior engineer and assistant field en- 
gineer, and as section engineer and engi- 
neering assistant to manager, Planning 
and Development Department. 

Mr. Hester, a native of Stillmore, 
Ga., was graduated from North Caro- 
lina State College in 1916, with a bache- 
lor of science degree in electrical engi- 
neering. 

He entered the employ of Duquesne 
Light Co. in 1926, as transmission plan- 
ning engineer, and has since served as 
planning engineer and superintendent of 
planning and development department. 
From 1941 to 1944, Mr. Hester served 
with the War Production Board. 


HerBert E, Cir, formerly assistant 
general commercial manager, has been 
made general commercial manager of 
the Public Service Electric & Gas Co., 
Newark, N. J., succeeding JoHN L. 
CoNOVER, retired. Gorpon M. PETER- 
SON, formerly assistant to the general 
commercial manager, has been named as- 
sistant general commercial manager, and 
Louis R. Quap has been promoted from 
central 
division, to assistant general commercial 


division commercial manager, 
manager. 

Starting with Public Service in 1924 
as a commercial cadet, Mr. Cliff served 
in the company’s gas department before 
he was appointed assistant general com- 
mercial manager in 1940. 

Several changes in the organization of 
the electric department of Public Service 
Electric and Gas Company, Newark, 
N. 1. have been made recently. 

EpMUND J. THIMME has been ap- 
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pointed industrial relations manager: 
Cariton L. Dup_ey, ‘Assistant general 
superintendent of distribution; Oscag 
BAUHAN, transmission and _ substation 
engineer ; THEODORE SEELY, division sy. 
perintendent, Essex Division; Joszpy 
J. GLATZEL, division superintendent, 
Passaic Division; “THEODORE G. Piz. 
SON, assistant division superintendent, 
Passaic Division; and Davin E. Me. 
FARLAND, division distribution 
neer, Passaic Division. 

These changes follow the promotion 
of ARTHUR R. NELSON from assistant 
general superintendent of electric dis- 
tribution to general superintendent of 
electric distribution. Mr. Nelson suc- 
ceeds John S. Ware, who died April 23, 

A graduate electrical engineer of Mas- 
sachusetts Institute of Technology in 
1923, Mr. Thimme started with Pub- 
lice Service as a draftsman in 1922. The 
following year he was appointed a cadet 
engineer and in 1926 he was made an 
engineer in the Passaic Division. In 
1929 he was promoted to division distri- 
bution engineer and was named assistant 
to the division superintendent, Passaic 
Division, in 1937. Mr. Thimme be- 
came division superintendent in that divi- 
sion in 1945. 

Mr. Dudley graduated from Shet- 
field Scientific School, Yale University 
in 1919. After one year of graduate 
work in engineering, he started with 
Public Service as a cadet engineer in 
1920 and later became engineer in the 
company’s Essex Division. In 1926, he 
was transferred to the general office as 
an engineer and five years later be- 
came assistant distribution engineer. He 
served as division superintendent, South- 
ern Division until 1942, when he was 
transferred to Division in the 
same capacity. 

After graduation from Stevens Insti- 
tute of Technology in 1923, Mr. Bav- 
han started with the company as district 
substation operator in the New Bruns- 
wick district. Transferred to the general 
office in 1924, he served until 1942 as 
engineer and installation engineer on 
the design and construction of substa- 
tions and switching stations. Mr. Bau- 
han, in 1942, was assigned the job of 
coordinating the engineering of Public 
Service facilities with the equipment of 
the various war industries. In 1945 he 
was promoted to assistant transmission 
and substation engineer. 

Starting with Public Service as a 
cadet engineer following his graduation 
from Stevens Institute of Technology 
with the degree of mechanical engineer 
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in 1923, Mr. Seely was later assigned 
to the Electric Distribution Department, 
Central Division. In 1930, he entered 
the office of the distribution engineer of 
the general office, as assistant engineer. 
He was advanced to distribution plan- 
ning engineer in 1937, and to assistant 
distribution engineer in 1940. In 1943, 
Mr. Seely was made assistant trans- 
mission and substation engineer, and in 
1945 he was made transmission and sub- 
station engineer. 

Mr. Glatzel started with Public Ser- 
vice in 1926 as Passaic Division substa- 
tion engineer after having been associ- 
ated with General Electric Co. He was 
made Central Division substation engi- 
neer in 1937 and returned to Passaic 
Division as assistant division superinten- 
dent in 1945. He was graduated from 
Rutgers University with a bachelor of 
science degree in electrical engineering 
in 1923 and later took graduate work 
in engineering at Brooklyn Polytechnic 
Institute. 

Mr. Pierson started with Public Ser- 
vice as a cadet engineer in 1928 after 
being graduated by Lehigh University. 
He was assigned to Passaic Division in 
1931. Four years later he became dis- 
trict distribution engineer and in 1938 
was made division distribution engineer, 
Passaic Division. 

After graduating from Stevens Insti- 
tute of Technology in 1925 with a me- 
chanical engineering degree, Mr. Mc- 
Farland started with Public Service as 
acadet engineer. In 1936 he was made 
district distribution engineer. —I'wo years 
later he was made assistant engineer and 
in 1940 became assistant division distri- 
bution engineer. 

James T. Lawson, who has been 
electrical operating engineer in the elec- 
tric generation department, Public Ser- 
vice Electric & Gas Co., Newark, N. J., 
since 1931, has retired after more than 
51 years’ service with Public Service and 


predecessor companies. 


WILLIAM H. Ruppet has been elected 


| assistant treasurer of West Penn Power 
» and Railways Companies. He will con- 


tinue to serve as assistant treasurer of 


| the two coal companies which are part 


of the West Penn System. A 29-year 


Mr. Ruppel had previously 


| been in charge of stock transfer. 


Epwarp R. JOHNSTON was promoted 
to credit manager. He has been assistant 
credit manager for the past 14 years, 
and has been with West Penn for 22 


years. 
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F. Dean Hay Es, assistant treasurer 
and credit manager of West Penn Power 
Company, is retiring after 22 years of 
service. He has been an active member 
of the Credit Association of Western 
Pennsylvania, serving two terms as pres- 
ident. 

C. W. KENNEY, construction engi- 
neer for West Penn Power Co., has re- 
tired after more than 43 years of service. 
He had been responsible for the many 
civil engineering projects in the com- 
pany’s system. 

Gorpon B. HorrMan has been pro- 
moted to the post of company civil engi- 
neer, in which he will be responsible for 
the civil engineering design of all con- 
struction projects for the company’s 
power and operating departments. A 
Cornell graduate, he joined West Penn 
in 1931 as an engineer at New Kensing- 
ton. 

GeorGE L. BRAITHWAITE was named 
assistant civil engineer. He joined West 
Penn in 1920 as a chainman, and has 
risen steadily through the ranks. 


RoLanp R. BLANntTz, formerly gen- 
eral line foreman of the Portland Gen- 
eral Electric Co.’s Oregon City division, 
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has been promoted to the position of 
safety engineer. 


L. R. Patrerson, formerly staff en- 
gineer, electric operations, has been 
named superintendent, electric system 
planning, by the Public Service Co. of 
Colorado, Denver. 

Mr. Patterson joined Public Service 
in 1923 as a draftsman in the electric 
distribution engineering department and 
has filled various engineering assign- 
ments in the electric operating depart- 
ment. 


M. S. Mixkscu has been appointed 
purchasing agent for the Pacific Power 
& Light Co., Portland, Ore., in order to 
relieve veteran J. B. KiL_LMoreE of the 
heavy responsibilities he has carried for 
many years. Mr. Miksch was formerly 
assistant purchasing agent, and has been 
with the organization since 1925. 


JOHN R. FREDERICK, commercial and 
industrial sales manager for the Wis- 
consin Power & Light Co., Madison, 
has been named director of industry de- 
velopment. He will work in close coop- 
eration with district managers. 





Protecting the Taxpayer 
(Continued from page 267) 


well as those of government by uni- 
versal enforcement. 

Moreover, fairness to the taxpayer 
requires adequate machinery for impar- 
tial review of all tax determinations at 
the administrative level. 

I loathe administrative absolutism. 
Many persons look upon administrative 
law itself as a Machiavellian distortion 
of our legal system. I do not agree with 
that, for administrative law does have 
an established place in our jurispru- 
dence. The difficulty is not with ad- 
ministrative law but with the way in 
which it operates. 

Much of the resentment toward ad- 
ministrative bodies stems from the sus- 
picion that they fail to recognize the 
principle, inextricably imbedded in our 
judicial system, that every man has the 
right to a full and complete hearing. 
The late Chief Justice Hughes once 
described the administrative hearing as 
an “inexorable safeguard,” and said 
that “it is essential alike to the legal 
validity of the administrative regulation 
and to the maintenance of public con- 
fidence in the value and soundness of 
this important governmental process.” 


I believe that all involuntary tax de- 
terminations should be subject to re- 
view, in the first instance, by the tax 
administrator. From his final deter- 
mination a right of appeal to an appel- 
late board and the courts should be 
provided. The review of a tax matter, 
however, should be conducted in a 
neutral atmosphere. It is unfair to the 
litigant to require that his tax deter- 
mination be reviewed by the particular 
individual who made it. It is unfair 
to that individual to require him to sit 
in judgment on his own action. Tax- 
payers should feel that they are getting 
a fresh and impartial consideration of 
their tax problems; and assessing off- 
cials should be free to defend their own 
honest convictions. This is the essence 
of justice, whether in the courts or be- 
fore administrative bodies. 

In discussing our growing tax burden 
and the need for legislative and ad- 
ministrative reforms, I have spoken 
quite intentionally in a serious mood. 
I fully realize that on every side there 
are increasing legitimate demands for 
additional revenue to provide for the 
general welfare of our people. Never- 
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theless, I think we have reached a point 
where increases in the services of gov- 
ernment, no matter how desirable they 
may be, must be evaluated in terms of 
the burden upon the taxpayer. 

There was a time when this was a 
factor in determining how much govern- 
mental service should be bought with 
public funds. It must be a factor once 
more. There are powerful lobbies be- 
hind the tax spenders. There are very 
few spokesmen for the taxpayers. Some- 
how, in our wilderness of taxes, their 
voices must be heard. 

Protect the taxpayer and you protect 
the revenue. 


Economic Trends and Their 
Possible Effects on the 
Future 
(Continued from page 271) 


spending and taxing is that it is so easy 
to start and so hard to stop. Thus the 
budget grows and grows until eventually 
a situation is reached like that in Eng- 
land where the total tax “take” now 
amounts to 40 per cent of all incomes. 

Only recently the British Chancellor 
of the Exchequer, Sir Stafford Cripps, 
was forced to tell the British people that 
the Socialist policy of redistributing 
wealth through taxation had reached the 
limit, and that henceforth it would be 
necessary to rely on creating more wealth 
rather than distributing what already ex- 
ists. But how can the creation of new 
wealth be encouraged under a system, 
and level of taxation, that places so heavy 
a load on the productive energies of the 
people? 

To be sure, we have not reached the 
stage of England; but we are heading 
fast down the road. 


The Fight for Sound Government 

This country’s production accomplish- 
ments during the war, the success in re- 
conversion, and the huge program of 
peace-time expansion that enabled us to 
overcome war shortages at home, while 
at the same time rendering relief and 
recovery aid to the world—all demon- 
strate that the dynamic qualities of the 
American system still endure. 

Once again science and invention, 
teamed with managerial ability and ex- 
perience, are in countless ways pushing 
forward into new fields of endeavor, pro- 
viding new job opportunities, and newer 
and better products and services for the 
American people. The new and lustily 
growing industry of television is but one 
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8-11 
Cleveland, Ohio. 
23-26 
Hotel, San Francisco, Calif. 


French Lick Springs, Ind. 


Falls, Ont., Can. 


Fresno, Calif. 
31-Nov. 1 
timore, Md. 


7-10 
14-18 
tie City, N. f. 


CONVENTIONS AND MEETINGS 


AUGUST 


National Association of Railroad and Utilities Commissioners, Hotel Cleveland, 


American Institute of Electrical Engineers, Pacific General Meeting, Fairmont 


SEPTEMBER 


11-14 Rocky Mountain Electrical League, Fall Convention, Stanley Hotel, Estes Park, 
The Maryland Utilities Association, Fall Conference, Cavalier Hotel, Vir- 
Public Utilities Association of the Virginias, Greenbrier Hotel, White Sulphur 
Illuminating Engineering Society, Nationa! Technical Conference, French Lick 
Pennsylvania Electric Association, Annual Meeting, Benjamin Franklin Hotel, 


22 Southeastern Electric Exchange, Accounting Conference, Henry Grady Hotel, 


Colo. 
16-17 
ginia Beach, Va. 
16-17 
Springs, W. Va. 
19-23 
Springs Hotel, French Lick Springs, Ind. 
20-21 
Philadelphia, Pa. 
22-23 
Atlanta, Ga. 
22-23 Accident Prevention Committee, EEI, Robert Treat Hotel, Newark, N. J. 
2 


és 
8-30. Indiana Electric Association, Annual Convention, French Lick Springs Hotel, 


OCTOBER 


3-5 Meter and Service Committee, EEI, Leland Hotel, Springfield, III. 
3-5 Electrical Equipment Committee, EEI, Van Curler Hotel, Schenectady, N. Y. 
4-6 Canadian Electrical Manufacturers Association, General Brock Hotel, Niagara 


American Standards Association, Annual Meeting, Waldorf-Astoria Hotel, New 


American Institute of Electrical Engineers, Midwest General Meeting, Nether- 


American Trade Association Executives, Annual Meeting, Greenbrier Hotel, 


11-14 

York, N. Y. 
17-20 American Gas Association, Chicago, IIl. 
17-21 

land Plaza Hotel, Cincinnati, Ohio. 
24-26 

White Sulphur Springs, W. Va. 
24-28 National Safety Council, Chicago, IIl. 


25-27 Pacific Coast Electrical Association, Inc., Fall Conference, Hotel Californian, 


Transmission and Distribution Committee, EEI, Lord Baltimore Hotel, Bal- 


NOVEMBER 


National Electrical Contractors Association, Rice Hotel, Houston, Texas. 
National Electrical Manufacturers Association, Chalfonte-Haddon Hall, Atlan- 





















dramatic illustration of the enterprise 
system at work. Development of atomic 
energy lies ahead. Certainly in the light 
of these achievements and future possi- 
bilities, the “mature economy” philosophy 
preached in the 30’s was—to put it blunt- 
ly—“the bunk.” 

This powerful trend of growth can, 
however, be impeded by government in 
two ways: either by inflationary credit 
and fiscal policies which create an arti- 
ficial demand that over-stimulates and 
distorts economic development, or by 
taxes and controls which stifle initiative 
and enterprise and obstruct the natural 
adjustments of the economy at every 
turn. A fact that is brought home to us 
with more and more weight every day 
is the never-ending problem of maintain- 


ing the forces that built this country and 
made it great. 

Nowhere is this struggle better typified 
than in the battle now going on over the 
national budget. There we face the three- 
way question—whether to cut spending 
to a level the country can afford to sup- 
port in taxes; whether to raise taxes with 
their depressing effect on production and 
risk taking; or, whether to resort to un- 
sound deficit financing with all its infla- 
tionary dangers and legacy of more bil- 
lions of national debt to burden the peo- 
ple in future years? 

The decision on these questions is a 
crucial one, and what we do now will go 
far toward shaping the character of the 
American economy for many years to 
come. 
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